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PRESIDENT'S  FISCAL  YEAR  2008  BUDGET  WITH 
OMB  DIRECTOR  ROB  PORTMAN 


WEDNESDAY,  FEBRUARY  7,  2007 

U.S.  House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  2:50  p.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Charles  B.  Rangel 
(Chairman  of  the  Committee)  presiding. 

[The  advisory  announcing  the  hearing  follows:] 


(1) 
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ADVISORY 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-1721 

January  31,  2007 

FC-6 

Chairman  Rangel  Announces  a  Hearing  on  the 
President's  Fiscal  Year  2008  Budget  with 
OMB  Director  Rob  Portman 

House  Ways  and  Means  Committee  Chairman  Charles  B.  Rangel  today  an- 
nounced the  Committee  will  hold  a  hearing  on  President  Bush's  budget  proposals 
for  fiscal  year  2008.  The  hearing  will  take  place  on  Wednesday,  February  7, 
in  the  main  Committee  hearing  room,  1100  Longworth  House  Office  Build- 
ing, beginning  at  2:00  p.m. 

In  view  of  the  limited  time  available  to  hear  witnesses,  oral  testimony  at  this 
hearing  will  be  limited  to  the  invited  mtness,  the  Honorable  Rob  Portman,  Director 
of  the  Office  of  Management  and  Budget.  However,  any  individual  or  organization 
not  scheduled  for  an  oral  appearance  may  submit  a  written  statement  for  consider- 
ation by  the  Committee  and  for  inclusion  in  the  printed  record  of  the  hearing. 

FOCUS  OF  THE  HEARING; 

On  February  5,  2007,  President  George  W.  Bush  will  submit  his  fiscal  year  2008 
budget  to  Congress.  The  budget  will  detail  his  Administration's  tax  and  spending 
proposals  for  the  coming  year,  many  of  which  fall  under  the  jurisdiction  of  the  Com- 
mittee on  Ways  and  Means. 

In  announcing  the  hearing.  Chairman  Rangel  said,  "Director  Portman  was  a 
thoughtful,  valued  member  of  this  panel  and  I  look  forward  to  hearing  his  presen- 
tation of  the  Administration's  budget.  Director  Portman  understands  the  value  of 
bipartisanship  and  he  is  well-positioned  to  be  a  constructive  partner,  working  with 
Congress  to  solve  the  issues  facing  American  families." 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS; 

Please  Note:  Any  person(s)  and/or  organization(s)  wishing  to  submit  for  the  hear- 
ing record  must  follow  the  appropriate  link  on  the  hearing  page  of  the  Committee 
website  and  complete  the  informational  forms.  From  the  Committee  homepage, 
http://waysandmeans.house.gov,  select  "110th  Congress"  from  the  menu  entitled, 
"Committee  Hearings"  ihttp://waysandmeans. house.gov/Hearings. asp?congress=18). 
Select  the  hearing  for  which  you  would  like  to  submit,  and  chck  on  the  link  entitled, 
"Click  here  to  provide  a  submission  for  the  record."  Once  you  have  followed  the  on- 
line instructions,  completing  all  informational  forms  and  clicking  "submit"  on  the 
final  page,  an  email  will  be  sent  to  the  address  which  you  supply  confirming  your 
interest  in  providing  a  submission  for  the  record.  You  MUST  REPLY  to  the  email 
and  ATTACH  your  submission  as  a  Word  or  WordPerfect  document,  in  compliance 
with  the  formatting  requirements  listed  below,  by  close  of  business  Wednesday,  Feb- 
ruary 21,  2007.  Finally,  please  note  that  due  to  the  change  in  House  mail  policy, 
the  U.S.  Capitol  Police  will  refuse  sealed-package  deliveries  to  all  House  Office 
Buildings.  For  questions,  or  if  you  encounter  technical  problems,  please  call  (202) 
225-1721. 

FORMATTING  REQUIREMENTS: 


The  Committee  relies  on  electronic  submissions  for  printing  the  official  hearing  record.  As  al- 
ways, submissions  will  be  included  in  the  record  according  to  the  discretion  of  the  Committee. 
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The  Committee  will  not  alter  the  content  of  your  submission,  but  we  reserve  the  right  to  format 
it  according  to  our  guidelines.  Any  submission  provided  to  the  Committee  by  a  witness,  any  sup- 
plementary materials  submitted  for  the  printed  record,  and  any  written  comments  in  response 
to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below.  Any  submission 
or  supplementary  item  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

1.  All  submissions  and  supplementary  materials  must  be  provided  in  Word  or  WordPerfect 
format  and  MUST  NOT  exceed  a  total  of  10  pages,  including  attachments.  Witnesses  and  sub- 
mitters are  advised  that  the  Committee  relies  on  electronic  submissions  for  printing  the  official 
hearing  record. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing. 
Instead,  exhibit  material  should  be  referenced  and  quoted  or  paraphrased.  All  exhibit  material 
not  meeting  these  specifications  will  be  maintained  in  the  Committee  files  for  review  and  use 
by  the  Committee. 

3.  All  submissions  must  include  a  list  of  all  clients,  persons,  and/or  organizations  on  whose 
behalf  the  witness  appears.  A  supplemental  sheet  must  accompany  each  submission  listing  the 
name,  company,  address,  telephone  and  fax  numbers  of  each  witness. 

Note:  All  Committee  advisories  and  news  releases  are  available  on  the  World 
Wide  Web  at  http:llwaysandmeans.house.gov. 

The  Committee  seeks  to  make  its  facilities  accessible  to  persons  with  disabilities. 
If  you  are  in  need  of  special  accommodations,  please  call  202-225-1721  or  202-226- 
3411  TTD/TTY  in  advance  of  the  event  (four  business  days  notice  is  requested). 
Questions  with  regard  to  special  accommodation  needs  in  general  (including  avail- 
ability of  Committee  materials  in  alternative  formats)  may  be  directed  to  the  Com- 
mittee as  noted  above. 


Chairman  RANGEL.  Committee  on  Ways  and  Means  will  come 
to  order. 

It  is  my  great  honor  to  bring  to  the  Committee  a  great  American, 
good  friend,  and,  for  the  newer  members,  he  served  in  the  prior 
President  Bush's  Administration.  He  was  a  good  friend  on  this 
Committee,  and  then  he  served  as  United  States  Trade  Representa- 
tive, and  now  he  directs  the  Office  of  Management  and  Budget. 

For  the  newer  members  that  are  overly  impressed,  he  is  avail- 
able for  autographs. 

I  want  to  thank  him  for  this  beautiful  copy  of  the  budget,  which 
has  been  sent  to  me  by  you  and  the  President  of  the  United  States; 
and,  in  the  spirit  of  bipartisanship,  I  am  going  to  share  it  with  my 
friend,  Jim  McCrery. 

But,  you  know,  Mr.  Director,  that  putting  it  in  a  binder  doesn't 
make  it  any  more  credible;  and  it  would  seem  to  me  that  the  ad- 
ministration would  want  this  bipartisan  train  to  at  least  get  out  of 
the  station. 

You  don't  do  that  by  bringing  forth  ideas  that  you  know  are  not 
acceptable.  What  you  do  is  bring  forth  your  principles  in  hope  that 
you  can  work  together  and  reach  a  conclusion. 

It  would  seem  to  me,  like  in  so  many  others  other  things  that 
happen  in  life,  that  if  you  know  it  is  going  to  be  a  conflict,  you  try 
to  get  some  of  the  wrinkles  out  of  it  before  you  go  public. 

Because  of  my  age,  I  am  not  looking  forward  to  picking  a  fight; 
and,  because  of  my  newly  acquired  patience,  I  will  believe  that  you 
didn't  really  send  this  to  us,  that  it  is  only  an  idea,  and  that  you 
don't  think  that  this  Committee  is  prepared  to  cut  resources  to  the 
most  vulnerable  people  in  this  great  country,  that  you  don't  mean 
that  we  are  going  to  be  mean  to  our  kids,  to  our  Medicaid  recipi- 
ents or  to  older  people  on  Medicare.  You  just  thought  that,  since 
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you  couldn't  come  up  with  a  good  idea,  that  you  would  just  send 
this  to  us  for  us  to  come  up  with  something  that  can  work. 

So,  I  wish  I  could  say  that  I  understood  that  process,  but,  since 
I  have  to  play  the  hand  that  you  have  dealt  to  us,  I  just  hope  you 
remind  the  President  with  all  of  your  experience  that  Democrats 
won  the  House  and  the  Senate  and  we  are  very  anxious  to  work 
with  the  Republicans  and  the  administration  and  maybe  in  the 
course  of  your  testimony,  as  I  have  read  so  often  that  the  adminis- 
tration is  working  hard  to  establish  a  bipartisan  relationship,  if  you 
can  think  of  any  name  of  any  Democrat,  especially  on  this  Com- 
mittee, that  the  President  has  talked  with  concerning  the  tax  cuts 
or  the  health  care  cuts,  just  mention  him  or  her,  and  we  will  just 
move  on  from  there. 

Meanwhile,  I  am  pleased  to  report  that  the  ranking  Republican 
and  I  are  still  working  together  to  try  to  get  something  done;  and, 
at  this  time,  I  yield  him  as  much  time  as  he  may  need. 

Mr.  MCCRERY.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Portman.  It  is  great  to  have  you  back. 

I  want  to  commend  you  and  the  President  for  continuing  your 
emphasis  on  addressing  the  long-term  effects  of  entitlements  that 
we  all  know  are  looming.  We  all  know  that  the  longer  we  wait  to 
address  those  issues,  the  more  difficult  the  solutions  become.  So,  I 
commend  you  and  the  President  for  continuing  to  highlight  the 
need  for  us  to  look  at  those  programs  and  reform  them. 

Chairman  Rangel,  yesterday  with  Secretary  Paulson,  and  again 
today,  alluded  to  I  think  some  provisions  in  the  budget  that  in  his 
view  are  not  good  ideas  and  that  have  been  rejected  by  his  caucus. 
I  understand  where  he  is  coming  from,  but,  as  I  said  yesterday, 
also  included  in  the  President's  budget  is  clear  language  that  the 
President  wants  very  much  for  us  in  Congress  on  both  sides  of  the 
aisle  to  be  engaged  in  searching  for  solutions,  whether  the  issue  is 
health  care  or  Social  Security,  and  the  President  stands  ready  to 
assist  us  in  those  efforts  to  find  bipartisan  solutions.  I  commend 
you  and  the  President  for  taking  that  stance  and  actually  writing 
it  out  in  the  language  of  the  budget. 

Mr.  Chairman,  I  have  more  complete  remarks  in  writing  that  I 
will  submit  for  the  record;  and  I  appreciate  your  jdelding  the  time. 

[The  prepared  statement  of  Mr.  McCrery  follows:] 

Opening  Statement  of  The  Honorable  Jim  McCrery,  a  Representative  in 
Congress  from  the  State  of  Louisiana 

Welcome  Director  Portman.  Thank  you  for  appearing  today  £ind  also  for  the  work 
you  put  into  crafting  the  President's  Budget.  You  and  the  President  should  be  con- 
gratulated for  developing  a  budget  that  achieves  balance  in  2012  and  also  extends 
the  tax  cuts  that  have  played  such  an  important  role  in  our  nation's  economic 
growth  in  recent  years. 

Balancing  the  budget  in  2012  is  a  significant  achievement,  but  we  cannot  afford 
to  lose  sight  of  the  larger  crisis  that  threatens  the  Medicare,  Medicaid  and  Social 
Security  programs.  While  the  President's  budget  takes  important  steps  to  help  re- 
duce some  spending  in  programs  like  Medicare,  it  does  not  go  far  enough  to  address 
the  long-term  problems  that  confront  Medicare  and  the  other  entitlement  programs. 

Spending  for  Medicare,  Medicaid,  and  Social  Security  is  currently  8.5  percent  of 
GDP,  but  is  projected  to  increase  to  nearly  10.5  percent  in  2015.  By  2030,  spending 
on  these  programs  will  increase  to  15  percent  of  GDP.  Under  current  projections, 
the  Hospital  Insurance  (HI)  Trust  Fund,  which  funds  Medicare  Part  A,  will  become 
insolvent  in  2015.  As  a  result  of  significant  spending  increases  under  Medicare  Part 
B,  seniors'  Part  B  premiums  have  also  more  than  doubled  since  2000. 
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Similarly,  Social  Security  costs  are  projected  to  nearly  double  from  $564  billion 
in  2006  to  over  $1  trillion  by  2017.  Starting  in  2017,  Social  Security  tax  revenues 
will  fall  short  of  benefits.  In  2040,  when  the  Social  Security  Trust  Funds  are  ex- 
hausted, there  will  be  enough  income  to  pay  only  74  percent  of  benefits. 

The  current  fiscal  path  we  are  on  is  not  sustainable.  As  the  Baby  Boom  genera- 
tion retires,  we  will  not  be  able  to  afford  ever-growing  spending  on  Medicare  and 
Social  Security.  The  need  for  reform  could  not  be  greater,  and  difficult  times  present 
difficult  decisions. 

We  need  to  begin  the  discussion  about  the  fundamental  reforms  that  are  needed 
to  strengthen  and  improve  the  Medicare  and  Social  Security  programs.  Congress 
must  also  focus  its  attention  on  establishing  a  Medicare  program  that  pays  for  bet- 
ter health  care  instead  of  simply  continuing  to  pay  for  more  services,  regardless  of 
their  quality  or  impact  on  senior's  health. 

I  appreciate  the  hard  work  that  you  and  the  President  have  done  in  drafting  this 
budget,  including  the  President's  proposal  for  voluntary  personal  accounts  and  his 
support  of  slowing  the  growth  of  Social  Security  benefits  for  higher  wage  earners. 
I  also  hope  that  moving  forward,  my  colleagues  and  I  can  work  with  you  in  a  bi- 
partisan way  to  find  solutions  to  the  problems  facing  programs  like  Medicare  and 
Social  Security. 

Finally,  I  would  like  to  echo  two  other  points  I  mentioned  during  our  hearing  with 
Secretary  Paulson  yesterday  but  which  I  think  merit  consideration  in  the  discussion 
today. 

First,  as  part  of  getting  to  a  balanced  budget,  you  have  proposed  several  steps 
to  close  the  tax  gap.  I  hope  my  colleagues  will  examine  those  and  recognize  the  dif- 
ficult challenges  we  face  in  making  sure  the  government  collects  the  taxes  that  are 
owed. 

Second,  I  look  forward  to  a  discussion  of  the  president's  bold  proposal  to  change 
the  tax  treatment  of  health  care.  As  a  former  member  of  this  committee,  Director 
Portman  will  have  a  unique  perspective  to  share. 

Thank  you  again,  Mr.  Portman  for  your  work  on  the  budget  and  your  service  to 
this  administration.  I  look  forward  to  your  insights. 


Chairman  RANGEL.  We  look  forward  to  your  statement  this 
morning,  your  prepared  statement.  Without  objection,  it  will  be  en- 
tered into  the  record. 

STATEMENT  OF  THE  HONORABLE  ROBERT  J.  PORTMAN, 
DIRECTOR,  OFFICE  OF  MANAGEMENT  AND  BUDGET 

Mr.  PORTMAN.  Thank  you,  Mr.  Rangel. 

Because  you  are  including  it  in  the  record,  I  will  shorten  my  pre- 
pared statement  and  say  to  you  and  Ranking  Member  McCrery  it 
is  a  pleasure  to  be  back  in  this  historic  hearing  room  with  a  lot  of 
good  friends.  I  really  prefer,  to  be  honest,  to  be  on  the  other  side 
of  the  witness  table,  but  it  is  just  an  honor  to  be  back  in  the  room 
in  any  case. 

I  appreciate  your  inviting  me  to  come  before  the  Committee  to 
talk  about  the  President's  fiscal  year  2008  budget.  It  is  a  5-year 
budget.  I  think  I  might  have  given  Mr.  Rangel  the  wrong  copy,  be- 
cause he  is  talking  about  cuts  in  Medicaid  and  so  on,  but  we  will 
talk  about  that  later. 

I  think  it  is  a  realistic  budget  that  we  can  work  with;  and  it  is 
it  certainly  is  an  effort  on  our  part,  as  Mr.  McCrery  said,  to  try  to 
work  together  to  come  up  with  a  solution  to  some  of  our  short-term 
budget  issues  but  also  the  long-term,  as  was  mentioned.  It  shows 
how  we  can  work  together  to  reduce  the  deficit  every  year  and 
come  up  with  a  balanced  budget  in  2012,  while  keeping  taxes  low, 
which  is — the  central  focus  of  the  Committee  on  Ways  and  Means 
is  revenues  and  taxes  and  also  meeting  our  Nation's  priorities. 
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Because  you  have  a  unique  interest  in  revenues,  Mr.  Chairman, 
I  want  to  start  by  teUing  you  that  I  beheve  our  projections  are 
something  we  can  work  together  with.  I  do  not  beheve  that  we 
have  given  you  rosy  revenue  forecasts.  In  fact,  I  beheve  our  projec- 
tions are  quite  cautious;  and  I  will  talk  about  that  in  a  moment. 

The  budget  also  addresses  our  biggest  fiscal  challenge.  Mr. 
McCrery  talked  about  that.  That,  of  course,  is  the  unsustainable 
growth  on  the  entitlement  side,  critical  programs  like  Medicaid, 
Medicare,  Social  Security.  I  will  address  that  further  as  well,  but 
I  do  want  to  stress  that  the  progress  we  are  making  on  getting  our 
fiscal  house  in  order  short  term — and  we  are  making  progress — 
should  not  distract  us  from  this  longer  term  challenge.  The  longer 
term  challenge,  frankly,  falls  squarely  in  your  jurisdiction,  at  least 
much  of  it,  Medicare  and  Social  Security. 

With  regard  to  Medicare,  we  are  talking  about  in  this  proposal 
less  than  a  1  percent  reduction  in  the  annual  rate  of  growth,  far 
less  than  that  in  Medicaid  over  the  next  5  or  10  years.  But  I  do 
think  they  represent  an  important  step,  proposals  we  have  made 
toward  reducing  the  unsustainable  growth  in  these  critical  pro- 
grams. 

While  restraining  spending  overall,  the  President's  budget  also 
provides  new  resources  for  some  key  priorities.  It  increases  funding 
for  our  national  security  to  combat  terrorism,  protect  the  home- 
land, includes  new  policies  to  address  issues  of  concern  to  Amer- 
ica's families,  including  educating  our  children,  access  to  affordable 
health  care  and  energy. 

Over  the  past  2  years,  we  have  worked  together  to  reduce  the 
deficit  by  about  $165  billion.  We  have  been  able  to  do  that  for  two 
primary  reasons,  and  there  is  really  no  magic  to  it. 

First,  we  have  had  a  strong  economy;  and,  therefore,  we  have 
had  strong  revenues.  In  fact,  the  last  2  years,  a  robust  economy  has 
generated  record  revenues  for  this  country.  Especially  in  the  non- 
security  area,  in  the  domestic  spending,  we  have  done  a  better  job 
of  restraining  spending,  too.  So,  that  combination  of  a  strong  econ- 
omy, record  revenues,  with  a  better  job  on  behalf  of  the  Congress 
and  of  the  President  in  restraining  the  growth  in  nonsecurity  dis- 
cretionary spending  has  led  to  reductions  in  deficits  in  the  last  cou- 
ple of  years. 

Our  goal  is  to  build  on  that  success;  and,  again,  our  budget 
shows  reductions  of  deficits  every  year  leading  to  balance. 

This  chart  shows  a  reduction  in  the  deficit  leading  to  a  surplus 
in  2012.  In  2007  we  project  a  deficit  of  $244  billion,  which,  by  the 
way,  is  a  $95  billion  reduction  from  the  estimate  I  gave  you  just 
last  July  because  we,  frankly,  didn't  know  revenues  were  going  to 
come  in  as  strong  as  they  did  and  we  did  a  little  better  job  on  the 
spending  side.  So,  our  deficit  continues  to  go  down  even  from  our 
projections. 

For  2008,  we  project  it  will  fall  again  to  $239  billion.  By  the  way, 
that  fiscal  year  2008  deficit  projection  is  1.6  percent  of  our  econ- 
omy. That  seems  to  me  to  be  the  key  measurement  of  the  deficit 
because  it  shows  the  impact  of  Government  borrowing  on  the  pri- 
vate sector,  on  economic  activity;  and  this  is  how  economists  look 
at  our  deficit.  That  1.6  percent  of  GDP  makes  that  deficit  number 
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in  2008  lower  than  18  of  the  past  25  years.  So,  we  have  made  some 
progress. 

The  deficit  then  continues  to  decUne,  as  you  see,  each  year  down 
to  a  surplus  of  $61  billion  in  2012.  You  will  recall,  Mr.  Chairman, 
that  3  years  ago  the  President  said  we  have  to  reduce  the  deficit 
in  half  from  our  projection  in  2004.  Many  were  skeptical  about 
that,  but  we  were  able  to  accomplish  that  together  back  in  Sep- 
tember, 3  years  early.  The  deficit  had  been  reduced  in  half  both  in 
nominal  terms  and  as  a  percent  of  the  economy. 

The  Administration  believes  that  keeping  the  economy  strong  is 
critical.  Therefore,  we  have  pro-growth  policies  in  this  budget  that 
encourage  innovation,  growth,  investment;  and  we  make  perma- 
nent the  President's  tax  relief  for  that  reason,  which  would  other- 
wise expire  2010. 

As  you  can  see  from  this  chart,  since  the  tax  relief  took  full  effect 
in  2003,  we  have  seen  a  dramatic  increase  in  business  investment, 
also  a  dramatic  increase  in  job  growth,  7.4  million  new  jobs  since 
2003.  Productivity  is  strong  and  paychecks  are  now  growing  in  this 
recovery,  which  is  something  all  of  us  had  hoped  for.  I  am  pleased 
to  say  in  the  last  year  we  have  seen  that  above  inflation,  so  real 
wages  are  up. 

After  2003,  the  economy  not  only  strengthened  but  Federal  rev- 
enue surged,  as  I  said,  hitting  record  levels  over  the  past  2  years. 
We  used  this  5-year  economic  projection,  which  is  in  line  with  the 
forecast  by  outside  experts. 

Again,  I  don't  believe  that  you  will  view  this  as  a  rosy  forecast. 
I  will  talk  about  why  in  a  second  in  terms  of  our  revenue  projec- 
tions, Mr.  Chairman.  But,  as  you  can  see  from  this  chart,  we  as- 
sumed GDP  growth  of  about  3  percent,  which  is  in  line  with  the 
Blue  Chip  forecast  which  is  a  compilation  of  outside  forecasters 
consistent  with  the  private  sector. 

I  will  say  that  our  revenue  projection  for  this  year,  2007,  at  2.7 
percent,  is  now  below  the  forecasts  of  just  about  every  one  of  the 
outside  forecasters.  As  you  know,  the  first  quarter  of  this  year  is 
now  in.  We  learned  last  week  that  the  growth  was  3.5  percent  in 
the  first  quarter.  Our  estimate  for  the  year  is  2.7  percent. 

Again,  I  am  not  suggesting  that  this  solves  all  of  our  problems, 
but  it  helps  us  to  work  together  to  have  assumptions  that  we  can 
agree  on  or  perhaps  that  we  consider  cautious  and  prudent. 

As  you  can  see  from  this  next  chart,  solid  economic  growth  has 
occurred;  and,  therefore,  our  total  receipts  are  above  the  historical 
tax  burden  on  our  economy.  As  a  percent  of  our  economy,  taxes  his- 
torically have  been  about  18.3  percent.  While  they  did  fall  below 
that  in  2001  and  2002,  we  are  now  back  up  to  that  18.3  percent. 
In  fact,  we  are  above  18.3  percent;  and,  Mr.  Chairman,  for  the  en- 
tire 5  years  of  our  budget  window,  we  are  above  or  at  that  histor- 
ical level  of  18.3  percent. 

We  have  what  I  would  term  a  cautious  revenue  forecast  for  this 
fiscal  year.  We  forecast  revenue  growth  will  be  5.5  percent  for  2007 
and  average  5.4  percent  through  the  5-year  period. 

This  is  below  the  40-year  average  of  7.6  percent  growth,  and  it 
is  well  below  the  dramatic  increase  we  have  seen  in  the  last  couple 
years:  11.8  percent  last  year  and  14.5  percent  the  year  before.  In 
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fact,  it  is  below  the  actual  for  the  first  quarter  of  this  year,  which 
is  8.2  percent. 

Yesterday,  CBO  came  out  with  a  new  number  showing  that  when 
you  add  January,  it  is  9.8  percent  so  far  this  year.  Again  we  are 
at  5.5  percent.  So,  I  think  we  have  some  room  to  work  together. 

As  was  the  case  in  the  past  2  years,  we  may  well  find  that  our 
revenue  projections  are  low  based  on  the  data  we  are  getting  in. 
We  rely  on  the  career  professionals  at  the  Department  of  Treasury 
to  give  us  these  estimates.  We  were  low  the  last  couple  years.  We 
may  well  be  low  again  this  year;  and,  thus,  our  2007  deficit  projec- 
tion may  be  high. 

I  tell  you  that  now,  because  last  July,  when  we  did  our  mid-ses- 
sion review  which  we  do  every  year,  we  had  to  adjust  our  deficit 
down  considerably  because  of  higher  revenue  growth.  Some 
charged  that  we  intentionally  lowered  expectations  in  February 
when  we  put  the  budget  out  only  to  later  show  a  lower  deficit. 

We  are  not  trying  to  do  that.  We  are  again  relying  on  the  career 
professionals  at  Treasury,  but  I  will  warn  you  if  things  keep  going 
the  way  they  are  going  in  this  fiscal  year,  once  again  this  deficit 
projection  will  be  high. 

Even  with  this  cautious  forecast  on  revenues,  the  budget  dem- 
onstrates we  can  achieve  balance  in  2012  and  do  so  with  extending 
the  tax  relief. 

In  addition,  we  plan  to  more  effectively  and  efficiently  collect  the 
taxes  owed;  and  this  is  something  this  Committee  has  had  a  par- 
ticular interest  in.  We  have  an  unprecedented  effort  in  this  budget 
to  address  the  tax  gap.  It  approaches  the  problem  in  two  ways. 

First,  we  improve  the  effectiveness  of  IRS  activities  with  a  $410 
million  package  of  new  initiatives  to  enhance  enforcement  and  tax- 
payer service  and  to  improve  IRS'  technology.  This  is  consistent 
with  what  this  Committee  has  supported  over  the  years,  with  Re- 
publicans and  Democrats;  and  we  believe  it  will  make  a  difference. 

I  will  say  that,  relying  on  standard  convention,  we  do  not  show 
additional  receipts  we  expect  to  receive  from  this  increased  compli- 
ance activity.  It  is  not  in  our  forecast.  CBO  hasn't  done  that  in  the 
past,  and  we  are  not  doing  it.  I  am  happy  to  talk  about  that  more 
if  people  have  questions,  but,  again,  it  is  not  built  into  our  num- 
bers. 

Second,  we  include  in  the  budget  16  carefully  targeted  tax  law 
changes  that  promote  compliance,  while  maintaining  that  impor- 
tant balance  between  the  burden  being  imposed  on  taxpayers  and 
our  shared  interest  in  collecting  the  taxes  owed. 

These  changes,  these  specific  legislative  changes,  are  estimated 
to  raise  $29  billion  over  the  next  10  years,  a  relatively  small  part 
of  the  tax  gap  that  has  been  reported  to  us,  but  they  do  make  a 
difference,  and  we  hope,  Mr.  Chairman,  you  will  work  with  us  on 
some  of  these  ideas. 

The  2008  budget  proposes  to  hold  the  rate  of  growth  for  nonsecu- 
rity  discretionary  spending  to  1  percent.  I  know  that  the  Chairman 
expressed  in  his  initial  comments  he  is  concerned  about  what 
sounds  like  both  the  mandatory  side  but  also  the  domestic  discre- 
tionary side.  I  will  tell  you,  although  1  percent  is  below  the  rate 
of  inflation,  we  believe  that  this  is  a  fiscally  prudent  and  realistic 
projection. 
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The  President  and  Congress  have  done  a  better  job  than  noted 
earher  in  keeping  our  nonsecurity  spending  restrained  over  the  last 
few  years.  In  fact,  this  average  growth  rate  we  are  showing  in  our 
budget  is  roughly  the  growth  rate  that  Congress  has  had  for  the 
past  3  years,  including  this  year  with  Democratic  control  and  with 
the  long-term  CR  you  just  passed. 

So,  I  know  it  involves  some  restraint  on  the  spending  side,  on  the 
nonsecurity  side,  but  it  is  not  out  of  line  of  what  we  have  been  able 
to  accomplish.  Frankly,  I  don't  think  Congress  has  received  enough 
credit,  Mr.  Chairman,  for  what  we  have  done  in  the  last  few  years 
to  keep  spending  under  control;  and  I  am  happy  to  be  able  to  say 
that  publicly.  I  often  do,  and  it  rarely  gets  picked  up. 

We  do  believe  that  by  providing  1  percent  growth  over  the  next 
5  years  in  our  budget,  as  well  as  this  year,  that  we  can  address 
our  Nation's  top  priorities.  I  will  tell  you  this  is  a  change  from  our 
positions  in  the  past.  Our  budgets  have  been  either  a  freeze  or 
below  zero,  a  cut,  in  nonsecurity  domestic  spending. 

The  President's  2008  budget  also  has  a  comprehensive  series  of 
budget  reforms  that  will  help  improve  fiscal  restraint,  transparency 
and  accountability  in  Government  spending.  The  legislative  line- 
item  veto  is  something  of  interest  to  members  of  this  Committee. 
It  has  passed  the  House,  as  you  know.  We  now  have  a  majority 
vote  in  the  U.S.  Senate  also  in  favor  of  that.  So,  we  urge  Congress 
to  pass  it.  It  will  allow  Congress  to  do  a  better  job  working  with 
us  to  end  unwarranted  earmarks  and  reduce  other  wasteful  and 
unnecessary  spending. 

Complementing  the  line  item  veto,  of  course,  would  be  earmark 
reform.  The  President  has  three  reforms  in  this  area.  One  is  full 
disclosure  of  all  earmarks,  and  today  I  want  to  compliment  the 
House  for  the  actions  it  has  taken  with  regard  to  earmark  reform 
in  terms  of  transparency  both  in  this  Congress  and  in  the  previous 
Congress  in  terms  of  your  rules. 

Second,  the  President  thinks  earmarks  ought  to  go  in  actual  leg- 
islative language  so  you  can  vote  on  them  and  so  the  President  can 
sign  a  bill  that  has  them  included  and  not  put  earmarks  in  report 
language,  where  about  90  percent  of  earmarks  now  reside. 

Finally,  the  President  believes  we  have  to  cut  earmarks  in  half. 

The  budget  also  proposes  discretionary  spending  caps,  which  in 
effect  expands  PAYGO  to  the  discretionary  side,  and  does  not  limit 
it  to  just  new  entitlement  spending. 

Our  budget  shows  how  we  can  work  with  you  to  achieve  a  bal- 
anced budget  by  2012.  But,  again,  that  accomplishment  will  be 
short-lived  without  addressing  the  long-term  budgetary  challenge 
that  was  mentioned  at  the  outset  and  that  is  the  unsustainable 
growth  in  these  important  entitlement  programs. 

As  you  can  see  from  this  chart,  mandatory  spending  is  now  be- 
ginning to  overwhelm  the  rest  of  the  budget.  Look  at  this  dif- 
ference. Just  since  1962  to  today  we  have  gone  from  50 — from  26 
percent  of  the  budget  to  53  percent  of  the  budget  in  mandatory 
spending.  Now  that  continues  to  grow,  of  course. 

As  the  next  chart  shows,  these  trends  simply  are  not  sustainable. 
Under  current  law,  we  estimate  that,  by  2040,  spending  on  these 
important  programs  and  the  part  of  the  debt  attributable  to  them 
would  crowd  out  all  other  Federal  spending  so  there  would  be  no 
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spending  in  education,  there  would  be  no  homeland  security  spend- 
ing, there  would  be  no  defense  spending.  This  is  an  indication  of 
the  degree  of  the  problem  and  the  need  for  us  to  act  and  to  put 
needed  reforms  in  place  now. 

It  seems  to  me,  Mr.  Chairman,  there  is  now  universal  acknowl- 
edgement of  the  issue  and  bipartisan  agreement  that  we  need  to 
do  something  about  the  unchecked  growth  of  these  programs,  be- 
cause it  involves  real,  long-term  threats  to  beneficiaries  of  these 
programs  as  well  as  to  our  Federal  budget  and  to  our  economy.  We 
now  face  a  $32  trillion  unfunded  liability  in  Medicare  over  the  75- 
year  horizon.  Without  reform,  of  course,  Mr.  Chairman,  our  choices 
will  be  massive  new  taxes,  massive  cuts  or  huge  deficits  and  debts. 

The  balanced  budget  is  important  in  part  because  it  better  posi- 
tions our  country  to  address  these  concerns.  But  it  is  also  impor- 
tant that  this  5-year  budget  proposal  can  make  a  down  payment 
toward  sensible  reform  on  the  mandatory  side. 

We  have  a  proposal.  I  have  talked  to  Chairman  Stark  and  Mr. 
Camp  about  some  of  our  health  care  proposals.  It  reduces  spending 
growth  by  $96  billion  over  5  years,  primarily  in  the  Medicare  Pro- 
gram but  also  in  Medicaid  and  other  programs.  It  is  also  similar 
in  character  to  what  we  have  proposed  in  the  past.  In  fact,  it  is 
very  similar  in  character  to  what  the  Clinton  administration  has 
proposed  before  us  and  what  many  members  of  this  Committee 
have  proposed  on  a  bipartisan  basis  over  the  years. 

To  put  this  in  context,  Mr.  Chairman,  you  can  see  on  this  next 
chart  the  size  of  our  proposal  as  compared  to  what  we  have  done 
in  a  bipartisan  basis  in  the  past.  In  1997,  a  Republican  Congress 
working  with  a  Democratic  President,  put  in  place  a  balanced 
budget  agreement  to  get  to  balance  over  5  years,  as  we  are  pro- 
posing with  our  budget;  and  we  did  so  in  part  by  dealing  with  this 
unsustainable  growth  in  the  Medicare  side  as  well  as  other  entitle- 
ments. This  gives  you  a  comparison  of  what  our  reforms  would  call 
for,  as  compared  to  what  we  did  at  that  time. 

Although  an  important  first  step,  the  savings  in  this  proposal 
would  only  reduce  the  unsustainable  annual  growth  rates  of  man- 
datory spending  by  less  than  1  percent  over  the  5 — or  10-year  hori- 
zon. Specifically,  over  10  years,  Mr.  Chairman,  the  rate  of  growth 
of  Medicare  will  go  from  7.4  percent  to  6.7  percent,  including  all 
of  our  proposals. 

However,  these  proposals  do  have  bigger  impacts  over  the  longer 
term.  The  changes  we  have  proposed  to  Medicare  would  reduce  the 
unfunded  obligation  of  the  program  I  talked  about  earlier,  $32  bil- 
lion, by  almost  25  percent,  or  $8  trillion  over  the  next  75  years. 

Frankly,  under  our  budget,  as  you  will  see,  we  can  achieve  bal- 
ance in  2012  and  have  a  surplus  without  any  of  these  changes.  So, 
we  are  proposing  them  because  we  think  they  are  the  right  thing 
to  do. 

Congress  could  decide  to  go  to  balance  without  making  any  of 
these  changes  to  Medicaid  or  to  Medicare.  We  think  that  would  be 
a  mistake,  because  we  would  only  be  digging  a  deeper  hole  by  ig- 
noring it  for  another  year.  Balance  is  not  coming  at  the  expense  of 
our  Nation's  commitment  to  seniors  and  low-income  Americans. 
Just  the  opposite.  We  must  begin  the  reform  of  these  programs  now 
in  order  to  protect  these  commitments. 
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Addressing  entitlement  spending  is  the  right  thing  to  do,  because 
small  changes  now  can  have  a  big  impact  later.  I  urge  the  Com- 
mittee to  take  a  careful  look  at  these  proposals. 

As  we  restrain  spending,  we  are  also  investing  in  our  Nation's 
highest  priorities,  including  combating  terrorism,  protecting  the 
homeland  and  addressing  the  pocketbook  issues  that  affect  the 
standard  of  living  for  American  families.  I  will  be  happy  to  talk 
more  about  these  issues,  Mr.  Chairman,  should  you  have  questions, 
but  the  administration  is  showing,  as  we  discussed  at  other  forums 
the  last  couple  of  days,  more  war  costs  with  more  transparency.  It 
is  a  good-faith  effort  on  our  part  to  be  as  transparent  as  possible 
in  what  we  anticipate  the  needs  will  be  as  far  out  as  we  can  rea- 
sonably project. 

There  are  also  a  number  of  health  care  proposals  in  the  Presi- 
dent's budget  I  am  happy  to  talk  about,  should  there  be  questions, 
that  propose  significant  changes  in  tax  treatment  of  health  care  to 
expand  health  coverage  and  bring  greater  fairness  to  the  system. 

Mr.  Chairman,  the  budget  before  you  shows  that  we  can  reduce 
the  deficit  every  year  and  achieve  balance  in  2012  by  keeping  the 
economy  strong  and  by  imposing  sensible  and  realistic  spending  re- 
straint. We  are  committed  to  working  with  all  members  of  this 
Committee  to  ensure  that  our  fiscal  house  is  in  order  for  the  time 
all  of  us  will  serve  but  also  into  the  future.  I  am  optimistic  we  can 
do  it  across  party  lines,  as  the  American  people  expect  and  deserve. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  your  questions. 

Chairman  RANGEL.  Thank  you  so  much. 

[The  prepared  statement  of  Mr.  Portman  follows:] 

Statement  of  The  Honorable  Rob  Portman,  Director,  Office  of  Management 

and  Budget 

Chairman  Rangel,  Ranking  Member  McCrery,  and  distinguished  members  of  the 
Ways  and  Means  Committee,  it  is  good  to  be  back  in  this  historic  hearing  room  with 
you.  I  appreciate  your  inviting  me  to  come  before  the  Committee  today  to  discuss 
the  President's  FY  2008  five-year  budget  proposal.  We  have  good  news  for  the  Amer- 
ican people.  The  President's  2008  Budget  shows  how  working  together  we  can  re- 
duce the  deficit  every  year  and  balance  the  budget  by  2012,  while  keeping  taxes  low 
and  meeting  our  nation's  priorities. 

Mr.  Chairman,  because  this  Committee  has  a  unique  interest  in  revenues,  I  will 
tell  you  that  I  believe  we  base  our  projections  on  a  cautious  rather  than  rosy  rev- 
enue forecast.  I  hope  you  will  take  note  that  we  have  responded  to  Congressional 
concerns  by  showing  more  war  costs,  and  for  the  first  time  we  have  included  these 
war  supplementals  as  part  of  the  budget  in  a  transparent  way.  And  all  of  those  war 
costs  are  included  in  the  calculation  of  reduced  deficits  and  a  balanced  budget  by 
2012. 

I  hope  you'll  see  that  we  have  changed  our  projections  from  past  years  from  a 
freeze  or  a  cut  to  include  a  slight  increase  in  non-security  discretionary  spending 
throughout  the  Budget  window,  consistent  with  what  Congress  and  the  President 
have  actually  enacted  for  the  past  three  years.  You  will  also  see  that  we  have  elimi- 
nated some  policies  that  show  budget  savings  but  are  unlikely  to  materialize  be- 
cause of  congressional  opposition. 

I  know  the  Committee  also  has  a  special  interest  in  our  biggest  fiscal  challenge: 
the  unsustainable  growth  in  entitlement  programs,  such  as  Medicare,  Medicaid  and 
Social  Security.  I  will  address  this  further  in  a  moment,  but  the  progress  we  are 
making  on  getting  our  fiscal  house  in  order  short-term  must  not  distract  us  from 
this  longer-term  challenge,  most  of  which  falls  squarely  in  your  jurisdiction.  In  this 
Budget,  we've  proposed  sensible  reforms,  primarily  in  Medicare,  that  are  less  than 
a  one  percent  reduction  in  the  annual  rate  of  growth  over  the  next  five  or  ten  years, 
but  that  represent  an  important  first  step  in  reducing  the  unsustainable  growth  in 
these  critical  programs. 
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While  restraining  spending  overall,  the  President's  budget  also  provides  new  re- 
sources for  key  priorities.  It  increases  funding  for  our  national  security  to  combat 
terrorism  and  protect  the  homeland.  It  includes  new  pohcies  to  address  issues  of 
concern  to  America's  families,  including  educating  our  children,  access  to  affordable 
health  care,  and  reducing  energy  costs.  On  the  whole,  we  have  attempted  to  give 
you  a  credible  and  more  reahstic  plan  to  maximize  our  chances  of  working  together 
to  achieve  balance. 

Over  the  past  two  years,  we  have  worked  together  to  reduce  the  deficit  by  $165 
billion.  We  have  been  able  to  make  progress  for  two  primary  reasons:  first,  because 
we  have  been  blessed  with  a  strong  economy  that  has  generated  record  revenues 
and,  second,  because  we  have  done  a  better  job  of  restraining  spending,  especially 
keeping  non-security  spending  under  inflation  for  the  past  three  years.  It  is  exactly 
these  elements — a  solid  economy  and  restraint  on  spending — that  can  now  lead  to 
balance. 

[Chart  1:  Balancing  the  Budget  Nominal  and  %  of  GDP] 
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As  you  can  see  from  this  first  chart,  our  budget  reduces  deficits  every  year  and 
results  in  a  surplus  in  2012.  In  FY  2007,  we  project  that  the  deficit  will  decline  to 
$244  biUion — a  reduction  of  $95  billion  since  our  last  estimate  in  July  2006.  The 
deficit  in  2008  falls  again  to  $239  biUion.  As  you  can  see  from  this  chart,  this  pro- 
jected FY08  deficit  is  1.6  percent  as  a  share  of  our  economy,  the  key  measurement 
of  the  deficit  because  it  shows  the  impact  of  government  borrowing  on  economic  ac- 
tivity. The  projected  FY  2008  deficit  is  lower  than  18  of  the  past  25  years,  as  a  per- 
cent of  our  economy.  The  deficit  then  continues  to  dechne  each  year,  both  in  nomi- 
nal terms  and  as  a  percentage  of  the  economy,  until  we  reach  a  budget  surplus  of 
$61  billion  in  2012. 

You  will  recall  that  three  years  ago,  President  Bush  established  the  goal  of  cut- 
ting the  federal  budget  deficit  by  half  in  five  years  from  its  projected  peak  in  2004. 
At  the  time,  many  expressed  skepticism  that  this  goal  could  be  met,  but  it  was 
achieved  this  goal  last  September,  three  years  ahead  of  schedule.  We  will  now  build 
on  that  success  and  work  with  you  to  balance  the  budget  within  five  years. 
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KEEPING  ECONOMY  STRONG 
Pro-growth  policies 

[Chart  2:  Tax  Relief  Resulted  in  Growth  in  Jobs  and  Business  Investment] 
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To  keep  our  economy  vibrant,  we  continue  pro-growth  policies  that  have  helped 
fuel  our  robust  economy.  The  2008  Budget  continues  to  support  growth,  innovation, 
and  investment  by  making  permanent  the  President's  tax  relief,  which  would  other- 
wise expire  in  2010. 

Economy /Jobs 

As  you  can  see  from  this  chart,  since  the  tax  relief  took  full  effect  in  2003,  we 
have  seen  strong  and  steady  job  growth — with  the  creation  of  more  than  7.4  million 
new  jobs.  We've  also  seen  a  dramatic  increase  in  business  investment.  Productivity 
is  also  strong.  And  paychecks  are  growing. 
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Revenue 

[Chart  3:  Steady  Economic  Growth  Continues] 

Steady  Economic  Growth  Continues 
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After  2003,  the  economy  not  only  strengthened,  but  Federal  revenues  surged — hit- 
ting record  levels  over  the  past  two  years.  The  President's  2008  Budget  uses  five 
year  economic  projections  that  are  in  line  with  forecasts  by  outside  experts.  As  you 
can  see  from  this  chart,  we  assume  GDP  growth  will  average  about  3  percent  over 
the  budget  window,  closely  tracking  the  forecast  of  the  Blue  Chip  forecasters.  This 
year,  our  2.7  percent  forecast  is  now  below  most  outside  forecasts  and  market  expec- 
tations. 
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[Chart  4:  Receipts  Return  to  Historical  Average] 
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As  you  can  see  from  this  next  chart,  with  sohd  economic  growth,  our  total  receipts 
are  now  sHghtly  above  the  historical  average  of  18.3  percent — as  a  share  of  the  econ- 
omy— and  we  project  receipts  remain  at  or  above  the  historical  average  for  the  five- 
year  period. 

We  have  what  I  would  term  a  cautious  revenue  forecast  for  this  Fiscal  Year,  and 
going  forward.  We  forecast  revenue  growth  will  be  5.5  percent  in  Fiscal  Year  2007 
and  average  5.4  percent  through  2012.  This  is  below  the  40-year  average  of  7.6  per- 
cent, and  well  below  the  dramatic  11.8  percent  and  14.5  percent  revenue  growth 
we've  seen  for  the  last  two  years.  In  fact,  it  is  below  the  actual  first  quarter  FY 
2007  revenue  increase  of  8.2  percent.  As  in  the  past,  our  revenue  projections  are 
produced  by  the  career  professionals  at  the  Office  of  Tax  Analysis  at  the  U.S.  Treas- 
ury. And,  as  was  the  case  in  the  past  two  years,  we  may  well  find  that  our  revenue 
projections  are  low,  and  thus  our  2007  deficit  projection  is  high. 

Even  with  a  cautious  forecast  on  revenues,  this  Budget  demonstrates  we  can 
achieve  balance  by  2012  without  raising  taxes.  In  addition,  we  plan  to  more  effec- 
tively and  efficiently  collect  the  t£ixes  owed  through  an  unprecedented  effort  to  ad- 
dress the  tax  gap.  It  approaches  the  problem  in  two  ways.  First,  we  improve  the 
effectiveness  of  the  IRS'  activities  with  a  $410  million  package  of  new  initiatives  to 
enhance  enforcement  and  taxpayer  service  and  to  improve  the  IRS'  technology.  Rely- 
ing on  standard  convention,  we  do  not  show  the  additional  receipts  we  expect  from 
this  increased  compliance  activities  in  our  forecast.  Second,  we  include  in  the  Budg- 
et 16  carefully  targeted  tax  law  changes  that  promote  compliance  while  maintaining 
that  important  balance  between  the  burden  being  imposed  on  taxpayers  and  our 
shared  interest  in  collecting  taxes  owed.  These  changes  are  estimated  to  raise  $29 
billion  over  the  next  ten  years. 

SENSIBLE  AND  REALISTIC  SPENDING  RESTRAINT 

To  keep  spending  under  control,  our  Budget  provides  realistic  spending  restraint 
for  the  annually  appropriated,  day-to-day  government  spending  that  isn't  focused  on 
national  security.  It  strengthens  our  efforts  to  better  manage  taxpayer  resources, 
and  it  proposes  significant  budget  reforms  to  eliminate  unnecessary  and  wasteful 
spending.  And  as  noted  earlier,  it  also  takes  an  important  first  step  in  implementing 
changes  needed  to  address  our  long-term  challenge:  the  unsustainable  growth  in  en- 
titlement programs. 
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Domestic  Discretionary  spending 

The  2008  Budget  proposes  to  hold  the  rate  of  growth  for  non-security  discre- 
tionary spending  to  one  percent,  below  the  rate  of  inflation.  We  believe  that  this  is 
both  fiscally  prudent  and  realistic.  As  noted  earlier,  Congress  and  the  President 
have  done  a  better  job  restraining  spending  in  this  area  over  the  past  few  years. 
In  fact,  the  average  growth  in  this  area  of  non-security  spending  has  been  about 
1  percent  over  the  past  three  years,  including  spending  growth  in  the  long  term  con- 
tinuing resolution  that  the  House  just  passed.  We  believe  we  can  address  our  na- 
tion's top  priorities  at  this  level  of  fiinding. 

Within  discretionary  spending,  the  Administration  closely  examines  each  program 
to  determine  if  it  is  a  priority  and  whether  it  is  effective  and  producing  the  intended 
results.  Based  on  these  thorough  reviews,  the  Budget  proposes  to  terminate  or  re- 
duce 141  discretionary  spending  programs  for  a  savings  of  $12.0  billion  in  2008 
alone.  These  reforms  will  help  us  reduce  the  deficit  and  channel  resources  to  higher 
priority  and  more  effective  programs.  We  are  able  to  make  these  judgments  of  how 
to  spend  taxpayer  dollars  more  wisely,  in  part,  with  tools  developed  through  the 
President's  Management  Agenda. 

ManagementlExpectMore.gov 

[Chart  5:  Expectmore.gov] 
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Last  year,  to  ensure  greater  government  accountability,  we  launched  a  new 
website:  ExpectMore.gov — which  is  shown  on  this  next  chart.  The  site  includes  in- 
formation for  taxpayers  on  the  programs  that  have  been  assessed  for  effectiveness 
using  the  Program  Assessment  Rating  Tool,  commonly  referred  to  as  the  PART. 
With  this  website.  Congress  and  the  public  now  have  an  unprecedented  view  into 
which  programs  work,  which  do  not,  and  what  they  are  all  doing  to  improve.  It's 
another  way  we  are  providing  greater  transparenc}^  holding  ourselves  accountable — 
and  demanding  results. 

With  the  new  and  improved  version  of  this  website  launched  yesterday,  we  now 
have  program-level  information  about  the  performance  of  nearly  1,000  Federal  pro- 
grams representing  about  96  percent  of  government  and  $2.5  trillion  of  federal 
spending.  I  urge  Members  and  staff  to  check  out  ExpectMore.gov. 
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Budget  Reforms 

The  President's  2008  Budget  also  outlines  a  comprehensive  series  of  budget  re- 
forms that  will  improve  fiscal  restraint,  transparency  and  accountability  in  Govern- 
ment spending. 

The  President  again  has  proposed  a  legislative  line-item  veto,  and  now  both  the 
House  and  Senate  have  demonstrated  by  a  majority  vote  that  each  chamber  sup- 
ports this  legislation.  By  allowing  Congress  to  take  a  second  look  at  legislation  at 
the  end  of  the  process,  we  could  work  together  to  eliminate  unwarranted  earmarks 
and  other  wasteful  and  unnecessary  spending. 

Complementing  the  line  item  veto  are  the  President's  earmark  reforms:  1)  full  dis- 
closure of  all  earmarks;  2)  putting  earmarks  in  actual  legislation  instead  of  in  report 
language  so  they  can  be  voted  on,  and  3)  cutting  the  number  and  amount  of  ear- 
marks by  at  least  half. 

The  Budget  also  proposes  discretionary  spending  caps,  expanding  pay-go  so  it  ap- 
plies to  both  discretionary  and  new  mandatory  spending. 

Entitlements 

[Chart  6:  Mandatory  Spending  is  Overwhelming  the  Rest  of  the  Budget] 
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Our  Budget  shows  how  we  can  work  with  you  to  achieve  a  balanced  budget  by 
2012,  but  that  accomphshment  will  be  short-lived  without  addressing  our  long-term 
budgetary  challenge:  the  unsustainable  growth  in  Medicare,  Medicaid,  and  Social 
Security. 

As  you  can  see  from  this  next  chart,  mandatory  spending  is  overwhelming  the  rest 
of  the  Budget.  In  the  space  of  four  decades,  mandatory  spending  has  grown  from 
26  percent  of  our  budget  in  1962  to  53  percent  of  our  budget  in  2006. 
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[Chart  7:  Current  Trends  Are  Not  Sustainable] 
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As  the  next  chart  shows,  these  trends  are  not  sustainable.  Under  current  law,  we 
estimate  that  by  2040,  spending  on  these  important  programs,  and  interest  on  the 
debt  attributable  to  them,  will  crowd  out  all  other  spending — for  defense,  homeland 
security,  and  education — unless  we  make  the  necessary  reforms. 

It  seems  to  me  there  is  now  nearly  universal,  bipartisan  agreement  that  the  un- 
checked growth  of  these  programs  presents  real  long-term  threats  to  beneficiaries, 
our  federal  budget,  and  the  economy.  We  now  face  a  $32  trillion  unfunded  obhgation 
in  Medicare  over  the  75  year  horizon.  Our  choices  without  reform  will  be  massive 
benefit  cuts,  enormous  deficits  and  huge  tax  increases. 

The  balanced  budget  is  important,  in  part,  because  it  better  positions  our  country 
to  address  these  looming  fiscal  challenges.  But  our  five-year  budget  proposal  also 
makes  an  important  down  payment  toward  sensible  reform  of  mandatory  spending — 
reducing  spending  growth  by  $96  billion  over  five  years.  These  reforms  ai'e  pri- 
marily in  the  Medicare  program,  but  also  in  Medicaid  and  other  programs.  The  pro- 
posals are  similar  in  character  to  those  this  Administration  and  the  past  Adminis- 
tration and  Members  of  Congress  on  both  sides  of  the  aisle  have  offered  in  the  past. 
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[Chart  8:  Past  Reconciliation  Savings] 
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To  put  these  reforms  in  context — as  you  can  see  on  this  next  chart — the  size  of 
our  budget  proposal  is  considerably  smaller  than  the  savings  in  the  Balanced  Budg- 
et Agreement  of  1997,  the  last  we  worked  together  on  a  bipartisan  basis  to  achieve 
balance. 

Although  an  important  first  step,  the  savings  in  this  proposal  would  only  reduce 
the  unsustainable  annual  growth  rates  of  mandatory  spending  by  less  than  one  per- 
cent over  the  five  or  ten  year  horizon.  Specifically,  over  10  years  the  annual  rate 
of  growth  in  Medicare  would  be  reduced  from  7.4%  to  6.7%.  However,  while  these 
proposals  deliver  relatively  small  savings  in  the  short-term,  the  effects  that  build 
over  time  are  substantial.  The  changes  we  have  proposed  to  Medicare  would  reduce 
the  unfunded  obligation  of  the  program  by  25  percent  or  $8  trillion  over  the  next 
75  years. 

Frankly,  under  our  budget,  we  can  achieve  a  balance  within  the  five-year  window 
without  any  of  these  mandatory  savings,  but  we  would  only  be  digging  a  deeper  hole 
by  ignoring  it  for  another  year.  Balance  is  not  coming  at  the  expense  of  our  nation's 
commitment  to  seniors  and  low-income  Americans — quite  the  opposite.  We  must 
begin  the  reform  of  these  programs  now  in  order  to  protect  those  commitments.  Ad- 
dressing entitlement  spending  is  the  right  thing  to  do  because  small  changes  now 
have  a  big  impact  later.  I  urge  you  to  take  a  careful  look  at  these  sensible  reforms. 

INVESTING  IN  CRITICAL  PRIORITIES 

As  we  restrain  spending,  we're  also  investing  in  our  nation's  highest  priorities: 
combating  terrorism,  protecting  the  homeland  and  addressing  pocketbook  issues 
that  affect  the  standard  of  living  for  American  families. 

Global  War  on  Terror 

The  2008  Budget  supports  our  troops  fighting  terrorism  abroad,  strengthens  our 
military  for  the  future,  supports  our  efforts  on  the  diplomatic  front,  and  protects  our 
homeland  from  attack.  It  invests  substantial  resources  to  maintain  high  levels  of 
military  readiness  and  to  continue  the  transformation  of  our  military  to  meet  the 
new  threats  of  the  21st  Century. 

I  want  to  make  this  next  point  very  clearly  because  I  find  it  is  often  misunder- 
stood. The  cost  of  the  war  is  reflected  in  the  Administration's  deficit  projections.  In 
fact,  there  has  been  a  $165  billion  reduction  in  our  deficit  over  the  past  two  years 
even  with  substantial  war  costs. 
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As  noted  earlier,  the  Administration  supports  greater  transparency  and  account- 
ability, and  this  budget  improves  the  timeliness  and  specificity  of  the  information 
provided  to  you  and  the  American  public  about  the  cost  of  the  war. 

With  the  2008  Budget,  the  Administration  goes  further  than  we  have  in  the 
past — we  show  the  full  costs  of  the  war  for  the  rest  of  the  President's  term.  We  are 
providing  our  request  for  the  full  costs  of  the  war  in  both  FY2007  and  2008 — and 
for  the  first  time  including  account  level  detail  and  justifications.  Specifically,  we 
are  requesting  additional  resources  of  $99  billion  for  FY  2007  to  support  Iraq,  Af- 
ghanistan, and  the  Globsil  War  on  Terror,  $145  billion  for  FY  2008,  and  an  allow- 
ance of  $50  billion  for  anticipated  war  costs  in  FY  2009.  The  Administration  wel- 
comes oversight  of  its  war  spending,  and  we  hope  these  details  will  help  you  more 
fully  understand  our  war-related  requests. 

This  is  our  good  faith  effort  to  be  as  transparent  as  possible  in  what  we  anticipate 
the  needs  will  be  as  far  out  as  we  can  reasonably  project. 

Education  Health  Care,  and  Energy 

The  President's  Budget  addresses  three  key  issues  that  are  on  the  minds  of  many 
American  families:  the  quality  and  cost  of  their  children's  education,  access  to  af- 
fordable health  care,  and  our  Nation's  dependence  on  foreign  sources  of  energy  fi:'om 
unstable  parts  of  the  world. 

Regarding  our  schools.  No  Child  Left  Behind  (NCLB)  is  already  working  to 
achieve  the  goal  of  all  students  performing  at  or  above  grade  level  in  reading  and 
math  by  2014.  It  has  raised  student  achievement  for  millions  of  children  in  schools 
nationwide.  The  2008  Budget  directs  more  funding  to  high  schools  to  better  prepare 
our  students  for  college  or  the  workplace,  and  offers  new  school  choice  options  so 
children  in  low-performing  schools  have  a  chance  to  attend  a  school  where  they  can 
learn  and  succeed.  To  help  low-income  families  afford  college,  the  2008  Budget  sub- 
stantially increases  Pell  Grant  maximum  awards. 

The  2008  Budget  also  improves  Americans'  access  to  affordable  health  care 
through  a  number  of  proposals.  It  proposes  a  significant  change  in  the  tax  treatment 
of  health  care  to  expand  coverage  and  bring  greater  fairness  to  the  system.  With 
more  transparency  and  competition,  it  will  also  slow  the  growth  of  health  care  costs, 
all  of  which  will  reduce  the  number  of  uninsured  Americans. 

The  Budget  includes  a  number  of  proposals  to  increase  our  energy  security  while 
improving  our  environment.  As  noted  in  his  State  of  the  Union  speech,  the  Presi- 
dent is  proposing  to  increase  the  current  standards  for  the  use  of  alternative  fuels 
and  for  fuel  economy  in  order  to  cut  our  domestic  gasoline  consumption  by  20  per- 
cent over  the  next  ten  years,  thereby  reducing  projected  air  pollution  and  C02  emis- 
sions. 

The  Budget  also  continues  the  Advanced  Energy  Initiative  to  make  alternative 
sources  of  fuel  and  electrical  energy — like  cellulosic,  hydrogen,  solar,  nuclear  and 
clean  coal — more  cost-competitive. 

Conclusion 

Mr.  Chairman,  the  Budget  before  you  shows  that  we  can  reduce  the  deficit  every 
year  and  achieve  balance  in  2012  by  keeping  the  economy  strong  and  imposing  sen- 
sible and  realistic  spending  restraint.  We  are  committed  to  working  with  all  mem- 
bers of  the  committee  to  ensure  that  our  fiscal  house  is  in  order  for  the  time  all 
of  us  will  be  in  office — but  also  for  the  future.  I  am  optimistic  we  can  do  it — across 
party  lines — as  the  American  people  expect  and  deserve. 

I  thank  the  Committee  for  its  time,  and  I  look  forward  to  your  questions. 


Chairman  RANGEL.  How  do  your  budget  numbers  compare  with 
those  of  the  Congressional  Budget  Office? 

Mr.  PORTMAN.  In  terms  of  the  revenue  assumptions  I  talked 
about  earlier,  Mr.  Chairman,  we  are  very  similar  in  the  first  year. 
Going  into  the  outyears,  CBO  uses  different  assumptions,  both  on 
economic  growth  and  on  inflation,  that  change  particularly  in  the 
years  2010,  2011  and  2012.  We  believe  that  these  relatively  small 
changes  in  our  economic  growth  assumptions  and  in  inflation, 
which  do  lead  to  a  significant  difference  in  2012  particularly,  ought 
to  be  addressed.  The  biggest  change  is  inflation,  makes  it  a  $96  bil- 
lion difference  in  2012. 
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As  I  said  earlier,  I  believe  our  projections  are  cautious.  We  are 
also  in  line  with  the  blue  chip  forecasts  with  regard  to  inflation. 
We  are  in  line  with  where  the  blue  chip  is,  which  is  a  compilation 
of  other  private-sector  credible  assumptions. 

Chairman  RANGEL.  Let  me  ask  you  this-^  

Mr.  PORTMAN.  The  CBO  is  the  outlier  on  inflation,  and  that  is 
the  biggest  difference. 

Chairman  RANGEL.  I  have  a  lot  of  concerns  about  the  entitle- 
ments. Do  you  believe  that  the  Social  Security  system  is  good  for 
America? 

Mr.  PORTMAN.  Do  I  believe  it  is  good  for  America?  Absolutely. 
I  believe  it  is  a  critical  program  that  has  had  a  tremendous  effect 
on  the  well-being  of— it  is  one  of  the  most  successful  programs  in 
our  history. 

Chairman  RANGEL.  The  Medicare  Program,  do  you  feel  the 
same? 

Mr.  PORTMAN.  Absolutely. 

Chairman  RANGEL.  What  size  of  a  cut  did  you  suggest  for  Medi- 
care? 

Mr.  PORTMAN.  I  am  glad  you  asked  that  question. 

Again,  I  think  you  might  have  gotten  the  wrong  document.  So, 
when  you  give  it  to  Mr.  McCrery,  tell  him  that  there  is  no  cut  in 
Medicare.  There  is  an  increase  in  Medicare,  a  substantial  increase, 
well  above  the  rate  of  inflation,  more  than  twice  inflation,  maybe 
three  times  inflation  and  

Chairman  RANGEL.  Why  on  the  Budget  Committee  are  there 
suggestions  that  there  are  $66  billion  in  cuts  to  Medicare  and  bil- 
lions more  cuts  in  Medicaid?  Why  are  all  those  people  screaming 
and  yelling  around  here  about  

Mr.  PORTMAN.  That  is  a  good  question — 7.4  percent  annual 
growth  in  Medicare  over  10  years.  All  of  our  proposals  together 
means  there  will  be  a  6.7  percent  increase  in  Medicare  during 
those  10  years  

Chairman  RANGEL.  But  compared  to  the  increase  in  population 
and  expected  recipients,  would  that  be  consistent?  I  mean,  you  can 
always  talk  about  increasing  money  

Mr.  PORTMAN.  It  is  growth  well  above,  well  above  the  number 
of  seniors  who  will  be  turning  65  in  

Chairman  RANGEL.  So,  we  can  say  that  you  have  

Mr.  PORTMAN.  An  increase. 

Chairman  RANGEL.  You  know,  I  wonder  soon  whether  or  not  we 
have  to  establish  taking  oaths  here,  but  you  feel  very  comfortable 
in  saying  that  the  administration  has  not  cut  services  in  Medicare 
or  in  Medicaid,  right?  I  just  like  for  you  to  say  that. 

Mr.  PORTMAN.  I  feel  very  comfortable  and  in  sticking  to  the 
facts  as  I  presented  them,  which  is  we  have  a  healthy  increase  in 
these  programs,  and  we  also  stand  by  our  specific  proposals  as 
being  good  policy.  I  would  love  to  talk  about  them,  if  you  are  inter- 
ested 

Chairman  RANGEL.  What  about  the  1  year  AMT  relief?  Do  you 
think  that  it  is  good  policy  to  just  extend  this  for  1  year  and  not 
get  rid  of  it? 

Mr.  PORTMAN.  Well,  Congress  has  not  acted  yet;  and  yet  we 
have  put  in  the  budget,  as  you  indicate — and  thank  you  for  raising 
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it.  I  should  have  mentioned  in  my  opening  statement  that  the 
budget  includes  a  patch — the  most  generous  patch  which  is  the  no 
new  filer  patch.  It  does  have  a  big  cost  in  2008  primarily. 

We  put  that  in  place  because  we  believe  that  we  will  need  some 
time  to  work  with  Congress  to  reform  the  Alternative  Minimum 
Tax,  because  we  think  it  is  misguided  tax  policy,  and  this  would 
give  us  some  time.  It,  frankly,  gives  us  to  the  end  of  2008,  should 
you  implement  what  we  are  proposing,  before  we  would  have  to 
patch  again,  which  is  about  20  months  and  seems  to  me  that  is 
adequate  time  for  us  to  work  together  to  come  up  with  a  solution 
that  does  not  allow  the  Alternative  Minimum  Tax  to  increasingly 
hit  middle  and  upper  minimum  income  tax  payers.  I  know  you 
have  a  strong  concern  about  that,  Mr.  Rangel.  We  share  it. 

Chairman  RANGEL.  Now  I  have — and,  of  course,  my  staff  may 
have  misinterpreted  your  figures — that  you  set  aside  $637  billion 
for  private  accounts  for  Social  Security.  Is  it  around  that  number, 
suggested  

Mr.  PORTMAN.  With  regard  to  Social  Security  personal  ac- 
counts, they  are  still  in  the  budget.  We  did  delay  them.  We  delayed 
them  until  2012.  We  think  that  is,  practically  speaking,  when  they 
could  be  implemented  should  Congress  decide  to  go  that  way  as 
part  of  Social  Security  reform.  So,  it  is  only  in  the  last  year  of  our 
5-year  budget,  and  that  number  is  about  $30  billion  in  2012. 

Chairman  RANGEL.  Based  on  your  

Mr.  PORTMAN.  It's  29.3  bilhon. 

Chairman  RANGEL.  Based  on  your  experience  on  this  Com- 
mittee and  in  the  House  and  in  the  outside  world,  outside  of  the 
walls  of  the  White  House,  what  do  you  think  the  chances  are  of  pri- 
vate accounts  becoming  law? 

Mr.  PORTMAN.  Well,  I  think  it  depends  on  whether  we  are  able 
to  come  together  in  a  good-faith  effort,  with  no  preconditions,  with 
everything  on  the  table,  and  try  to  work  something  out.  You  prob- 
ably would  be  a  better  judge  than  I  would  be,  Mr.  Chairman. 

Chairman  RANGEL.  Well,  it  all  depends  on  who  you  have  been 
working  with  this  outreach  because — could  you  suggest  before  this 
became  a  part  of  the  budget  what  allowed  you  to  believe  that  there 
could  be  some  way  to  work  this  out  with  private  accounts?  I  mean, 
have  you  worked  with  the  leadership  in  the  House,  Republicans 
and  Democrats,  or  anyone  on  the  Committee  or  did  you  just  decide 
that,  since  the  President  likes  this,  it  would  be  nice  to  put  it  in? 

Mr.  PORTMAN.  Well,  a  budget  is  a  statement  of  the  Administra- 
tion's priority,  so  I  think  he  would  have  been  surprised  had  per- 
sonal accounts  not  been  included.  It  is  part  of  what  the  President 
sees  as  the  best  way  to  respond  to  the  Social  Security  problems 
into  the  future,  because  it  gives  young  people  more  opportuni- 
ties  

Chairman  RANGEL.  That  is  the  President's  belief.  But  I  would 
think  that  you,  from  time  to  time,  would  advise  the  President  as 
to  feasibility  of  some  of  those  beliefs  becoming  reality;  and  I  just 
don't  know  of  anybody  on  the  Committee  that  shared  with  me  that 
the  President  has  reached  out  to  them  and  wanted  to  work  this 
out. 

But,  in  any  event,  let  me  say  this,  Mr.  Director.  I  think  there  has 
been  a  lot  of  missed  opportunity  to  reach  across  Pennsylvania  Ave- 
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nue.  However,  as  I  said  yesterday  with  the  Secretary  Paulson,  this 
is  just  the  beginning.  We  have  a  lot  of  work  to  do,  and  I  look  for- 
ward to  working  with  you  and  getting  rid  of  things  that  you  know 
are  not  going  to  happen  on  both  sides  of  the  aisle  and  try  to  work 
with  those  things  that  are  feasible  and  have  some  realistic  chance 
of  improving  the  economy.  Let  me  thank  you  for  your  spirit  and 
courage  in  coming  before  the  Committee. 

I  would  like  to  yield  to  the  ranking  member. 

Mr.  PORTMAN.  Thank  you,  Mr.  Chairman. 

Mr.  MCCRERY.  Mr.  Chairman,  at  this  time,  I  would  reserve  my 
time  and  ask  you  to  skip  me  and  go  to  Mr.  Herger. 
Mr.  HERGER.  Thank  you. 

Mr.  Portman,  it  is  good  to  have  you  with  us  on  the  Committee 
again. 

The  administration,  as  was  witnessed  in  your  testimony,  is  often 
accused  of  painting  overly  rosy  scenarios  in  its  receipts  forecasts. 
Our  own  Congress  Budget  Office  reported  on  receipts  yesterday.  Do 
you  know  what  they  said? 

Mr.  PORTMAN.  I  don't  have  the  report  in  front  of  me,  Mr. 
Herger,  but  CBO  yesterday  reported  on  the  January  numbers.  We 
already  had  the  first  quarter  numbers,  and  I  think  I  referred  to 
those  in  my  testimony.  First  quarter  receipt  growth — as  compared 
to  last  year,  first  quarter  was  8.2  percent.  Yesterday,  CBO  reported 
on  January;  and  I  think  the  combination  of  the  first  4  months  now 
has  a  CBO  estimate  out  there  of  9.8  percent.  So,  they  are  saying 
year  to  year,  first  4  months,  nearly  10  percent  increase  in  reve- 
nues. 

Mr.  HERGER.  Now  is  that  above  or  below  the  administration's 
Office  of  Management  and  Budget's  forecasts? 

Mr.  PORTMAN.  We  use  the  Treasury  Department  forecasts,  and 
it  is  above.  We  are  at  5.5  percent  for  this  year  and  5.4  percent  for 
the  period. 

Mr.  HERGER.  So,  the  administration's  forecast  actually  have 

come  in  lower  than  what  our  Congressional  Budget  Office  

Mr.  PORTMAN.  It  is  at  this  point  lower. 

Now  I  will  caution  you  these  are  the  first  4  months,  and  things 
could  change  the  rest  of  the  year.  I  also  tell  you  that  since  we  put 
our  budget  to  bed,  the  economic  forecasts  also  improved  because  we 
have  first  quarter  GDP  numbers  out  now  that  are  higher  than 
were  expected. 

Mr.  HERGER.  What  if  we  saw  that  kind  of  growth  for  the  year? 
Would  that  mean  for  all  of  2007? 

Mr.  PORTMAN.  If  you  had  9.8  percent  growth  throughout  the 
year,  if  that  continued,  you  would  have  about  $100  billion  lower 
deficit.  So,  you  would  be  at  about  a  $144  billion  on  your  deficit  pro- 
jection, which  would  put  the  deficit  not  only  lower  now  but,  obvi- 
ously, in  terms  of  percentage  of  our  economy,  we  would  be  well 
below — the  historical  average  is  2.3  percent.  We  are  already  at  1.8 
percent  for  2007.  So,  about. 9  percent,  less  than  1  percent  of  our 
economy. 

Mr.  HERGER.  If  we  had  that  growth  in  2007  and  followed  your 
cautious  forecast  beyond,  what  would  that  mean  for  balancing  the 
budget? 
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Mr.  PORTMAN.  It  would  mean  that  we  would  balance  the  budg- 
et probably  in  2011.  Because  it  would  mean,  given  the  reduction  in 
the  interest  on  the  debt  that  would  come  from  those  lower  deficits, 
at  least  $100  billion  in  2012.  We  have  a  $61  bilhon  surplus  then, 
and  we  have  less  than  a  $100  billion  deficit  in  2011,  so  we  can  bal- 
ance the  budget  in  4  years  if  those  kind  of  revenues  were  to  come 
in. 

Again,  I  am  not  projecting  that;  and  I  think  our  more  cautious 
or  conservative  estimates  are  more  prudent,  but  that  would  be  the 
effect.  I  think  that  gives  us  the  ability  to  work  together.  It  is  not 
easy  for  us  to  agree  on  a  lot  of  these  policies.  I  understand  that. 
We  are  going  to  have  our  differences,  but  it  would  be  nice  if  we 
could  come  together  on  the  assumptions,  because  then  we  can  at 
least  be  working  from  an  apples  to  apples  comparison  on  what  the 
projections  might  be. 

Again,  I  think  our  projections  are  quite  cautious  and  are  con- 
sistent with  a  good-faith  effort  to  show  numbers  that  we  should  be 
able  to  agree  on  in  terms  of  assumptions. 

Mr.  HERGER.  So,  instead  of  actually  being  rosy,  if  anything, 
your  projections,  at  least  what  we  know  now — of  course,  we  all 
know  that  we  never  know  what  a  projection  is  going  to  be,  but  at 
least  what  we  are  actually  seeing,  if  an3d:hing,  your  projections  are 
on  the  low  side,  rather  than  on  the  high  side,  at  least  at  this  point. 

Mr.  PORTMAN.  The  last  2  years  they  were  low;  and  if  the  econ- 
omy continues  strong,  that  is  likely  for  this  year  as  well.  But, 
again,  we  are  looking  at  1  year;  and  it  is,  of  course,  far  less  predict- 
able as  you  get  out  any  further  period  of  time. 

Mr.  HERGER.  Mr.  Portman,  I  thank  you. 

Mr.  PORTMAN.  Thank  you,  Mr.  Herger. 

Chairman  RANGEL.  The  Chair  recognizes  Mr.  Stark,  the  Chair- 
man of  the  Subcommittee  on  Health. 
Mr.  STARK.  Thank  you,  Mr.  Chairman. 

Thank  you  Mr.  Portman  for  presenting  your  version  of  this  budg- 
et to  us.  I  am  curious.  If  you  don't  choose  to  call  them  cuts,  I  think 
we  both  agree  that  there  are  automatic  increases  proscribed  in  law 
and  that  you  have  reduced  those  automatic  increases  and,  there- 
fore, that  generates  budget  savings. 

You  have  proposed  $76  billion  in  Medicare  budget  savings  over 
5  years  and  probably  $250  billion  over  10.  All  of  these  savings  come 
from  fee-for-service  Medicare  providers  and  not  a  nickel  comes  out 
of  the  private  Medicare  Advantage  plans  that  most  people  agree 
are  being  overpaid  by  somewhere  between  15  and  20  percent,  as 
opposed  to  the  fee-for-service  plan. 

MedPAC  recommends  lowering  the  pla5dngfield  between  fee-for- 
service  and  Advantage  plans,  and  they  suggest  that  such  a  change 
would  save  $50  billion  over  10  years.  Do  you  think  it  is  good  gov- 
ernment to  overpay  the  private  plans? 

Mr.  PORTMAN.  No,  but  we  don't  think  we  are  overpaying  the 
private  plans.  We  think  

Mr.  STARK.  You  disagree  with  MedPAC  then  who  says  you  are? 

Mr.  PORTMAN.  I  haven't  seen  that  MedPAC  analysis.  I  would 
like  to  see  what  they  say. 

Mr.  STARK.  Then  we  have  to  agree  there  to  disagree. 

Mr.  PORTMAN.  I  will  look  at  it. 
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Mr.  STARK.  You  have  a  lot  of  savings  in  your  plan,  and  there 
are  a  few  things  we  are — we  might  agree  that  we  are  overpaying 
providers,  and  perhaps  in  some  areas  we  are  underpaying  pro- 
viders. But  in  the  total  $76  billion — and  I  don't  know  that  I  have 
ever  seen  this  before — you  provide  nothing  for  senior  citizens  and 
you  harm  children,  which  I  find  immoral  if  not  repugnant. 

I  can't  understand  what  kind  of  compassion  would  get  you  to 
spend  almost  $4  billion  on  Health  Savings  Accounts,  which  basi- 
cally benefit  upper-income  individuals,  and  then — of  which  there 
are  about  100,000  Americans  in  these  Health  Savings  Accounts.  So, 
you  spend  almost  $4  billion  on  those  100,000  Americans,  and  there 
is  4.5  million  children  eligible  for  the  SCHIP  program,  and  by  cut- 
ting back  on  SCHIP  as  you  do,  darn  near  3  million  of  those  poor 
children  will  be  denied  health  care. 

I  can't  understand  how  anybody,  any  administration  that  says 
that  they  plan  to  help  children,  can  countenance  that  kind  of  cruel 
and  inhumane  treatment.  I  don't  suppose  there  is  an  answer  for 
that. 

Mr.  PORTMAN.  I  would  love  to  try,  if  you  will  let  me. 
Mr.  STARK.  Go  ahead. 

Mr.  PORTMAN.  First  of  all,  your  comment  on  nothing  for  senior 
citizens  and  Medicare,  I  appreciate  what  you  said  in  terms  of  pro- 
vider payments,  and  I  look  forward  to  working  with  you  on  good 
policy  in  that  regard,  which  should  be  the  right  payment.  Ours,  as 
you  know,  is  a  0.65  percent  reduction  in  the  market  basket.  As  you 
have  indicated,  there  is  an  automatic  increase.  It  is  a  slight  de- 
crease from  the  increase.  We  did  2.7  percent  reduction  back  in 
1997. 

Mr.  STARK.  Do  you  remember — because  you  were  here — we 
spent  the  next  2  years  undoing  that  because  there  was  such  an  out- 
cry from  the  provider  community  

Mr.  PORTMAN.  That  is  one  reason  we  are  at  0.65-percent  reduc- 
tion, Mr.  Chairman. 

In  terms  of  senior  citizens,  as  you  also  know,  if  you  were  to  do 
these  Medicare  changes  that  you  say  some  of  which  are  acceptable, 
some  of  which  may  not  be,  but  if  you  were  to  do  this,  it  would  help 
a  lot  of  senior  citizens.  Why?  Because  they  would  have  lower  pre- 
miums, absolutely.  5.6  percent  of  seniors  that  are  higher-income 
seniors  would  have  higher  means  testing.  All  the  rest  of  them 
would  have  a  lower  premium  under  part  B  because  they  pay  25 
percent  of  it.  That  is  true.  I  will  be  happy  to  show  it  to  you. 

Mr.  STARK.  It  is  nonsense,  and  you  know  it. 

Mr.  PORTMAN.  In  terms  of  children,  you  will  be  happy  to  know 
we  have  $4.8  billion  more  in  our  budget  than  under  current  law  for 
SCHIP. 

Mr.  STARK.  So,  you  need  $12  billion  to  take  care  of  the  children 

who  are  in  it.  Come  on.  Honest  to  God  

Mr.  PORTMAN.  Should  we  have  done  a  straight  line  

Mr.  STARK  [continuing].  You  have  no  concern  for  children  

Mr.  PORTMAN.  It  is  $4.8  billion  more,  and  we  

Mr.  STARK.  My  sock  is  getting  wet. 

Mr.  PORTMAN.  We  ask  States  to  focus  on  kids  who  are  under 
200  percent  of  poverty. 
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Mr.  STAKK.  I  am  afraid  that  doesn't  wash.  It  stands.  You  are 
helping  the  rich,  and  it  just  illustrates  the  Republican  mindset: 
Help  the  rich,  bigger  tax  reductions,  to  hell  with  the  kids,  hell  with 
the  poor. 

That  is  what  you  stand  for,  and  your  budget  illustrates  it. 

Mr.  PORTMAN.  Well,  I  look  forward  to  working  with  you.  There 
are  a  lot  of — probably  take  exception  to  your  comments. 

Chairman  RANGEL.  I  am  certain  Mr.  Stark  is  anxious  to  work 
with  you  on  the  difference. 

Chair  recognizes  

Mr.  PORTMAN.  Some  are  his  proposals.  I  hope  we  can  work 
with  him. 

Chairman  RANGEL  [continuing].  Mr.  Camp. 
Mr.  CAMP.  Thank  you,  Mr.  Chairman. 

Again,  welcome,  Mr.  Portman.  It  is  good  to  see  you  in  front  of 
the  Committee. 

I  look  forward  to  discussing  Medicare  Advantage  in  the  future 
because  they  do  pay,  there  is  more  money  going  into  that,  but  they 
do  offer  more  services,  and  they  do  outreach  into  rural  areas,  which 
are  important  in  my  district,  to  me,  which  has  been  essential.  But 
MedPAC  is  recommending  that  they  be  paid  at  the  same  amount 
as  part  B,  so  I  do  think  we  need  to  look  at  that  at  some  point. 

But  I  am  interested  in,  first  of  all,  your  budget,  which  does  bal- 
ance without  raising  taxes;  and  I  think  that  is  commendable. 
Under  current  projections,  we  have  got  Medicare  Part  A  going 
bankrupt  in  10  years;  and  that  is  about  at  the  same  time  millions 
of  baby  boomers  will  become  eligible.  The  part  B  premium  has 
more  than  doubled  since  2000. 

You  mention  that  in  the  past  there  has  been  bipartisan  efforts 
to  find  savings  in  mandatory  programs.  In  '90,  2  percent;  in  '93,  1.7 
percent,  when  the  congress  was  under  the  current  majority;  2.8 
percent  in  '97;  and  your  proposal  is  just  over  1  percent  for  all  man- 
datory spending  less  than  that  for  Medicare. 

What  other  options  has  the  administration  considered  to 
strengthen  Medicare  so  that  it  will  remain  solvent  and  able  to  pro- 
vide health  benefits  not  only  obviously  today  but  to  future  seniors? 

Mr.  PORTMAN.  Well,  thank  you,  Mr.  Camp. 

I  think  this  is,  as  I  said  in  my  testimony,  you  know,  a  first  im- 
portant step.  But,  as  you  have  indicated  to  me,  it  doesn't  get  at  the 
unfunded  obligation  which  is  now  $32  billion  over  75  years  or  $71 
billion — $71  trillion  over  the  infinite  horizon.  So,  $32  trillion  over 
75  years  and  $71  trillion  over  the  infinite  horizon.  It  is  hard  to 
even  imagine  those  kinds  of  numbers. 

So,  this  is  a  start.  These  are  some  of  our  initial  ideas. 

One  that  you  did  not  mention  but  that  we  also  think  is  sensible 
is  to  ask  seniors  who  make  over  $80,000  a  year  or  $160,000  as  a 
couple  to  have  a  smaller  Federal  subsidy  on  their  part  B  premium. 
We  also  extend  that  to  Part  D,  the  same  part  B  policy.  As  I  was 
going  to  mention  to  Mr.  Stark,  that  covers  about  5.6  percent  of  sen- 
iors, about  2.7  percent  in  Part  D. 

Yes,  there  would  be  more  means  testing;  and  you  know  this  is, 
in  our  view,  part  of  the  solution  to  the  overall  fiscal  challenge  we 
face  with  Medicare.  Again,  we  look  forward  to  working  with  you  on 
that. 


27 


The  other  Medicare  beneficiaries — the  vast  majority,  therefore,  of 
Medicare  beneficiaries  would  actually  see  a  reduction  in  their  pre- 
miums because  of  the  other  provisions  that  we  have  in  terms  of 
right-sizing  the  provider  payments. 

Mr.  CAMP.  I  think  I  heard  you  correctly  that  you  said  we  could 
achieve  balance  in  the  budget  under  your  projections  without  doing 
those  mandatory  savings. 

Mr.  PORTMAN.  That  is  correct.  Perhaps  I  shouldn't  have  said 
that,  but  it  is  true.  If  you  look  at  the  budget  proposal,  it  does  have 
a  $96  billion  savings  that  we  think  is  the  right  thing  to  do  to 
slightly  slow  the  relatively  high  rate  of  growth  over  the  5-year  pe- 
riod. But  even  if  none  of  those  changes  were  made,  we  would  sill 
achieve  balance  in  2012. 

Mr.  CAMP.  But  my  question  is,  then  what  does  that  mean  for 
the  longer  term  viability  of  not  just  the  budget  but  the  very  valu- 
able programs  the  budget  funds  like  Medicare  and  Social  Security? 

Mr.  PORTMAN.  Well,  it  does  not  solve  the  long-term  problem. 
But,  over  time,  these  same  changes  have  a  bigger  impact;  and  this 
is  why  I  said  earlier  it  would  be  important  for  us  if  we  could  make 
some  of  these  smaller  changes  now.  It  would  have  longer-term  im- 
pacts because,  therefore,  we  would  not  have  to  face  this  possibility 
of  either  huge  new  tax  increases  or  big  benefit  cuts  or  very  large 
deficits  and  resulting  debts.  So,  it  is  better  to  put  in  place  rel- 
atively small  changes  now  that  are  good  policy  that  have  larger 
outyear  impacts,  and  that  is  what  these  proposals  would  represent. 

Mr.  CAMP.  I  think  your  chart  shows  that  mandatory  spending 
would  exceed  all  revenues  to  the  government  at  some  point. 

Mr.  PORTMAN.  Correct,  in  about  30  years. 

Mr.  CAMP.  In  about  30  years.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  RANGEL.  Thank  you. 

The  Chair  recognizes  Mr.  Levin  from  Michigan. 

Mr.  LEVIN.  Thank  you,  Mr.  Chairman. 

Welcome.  Your  key  sentence  is  this,  that  this  budget  shows  how, 
working  together — and  I  hope  we  will  be  able  to  do  that — one,  we 
can  reduce  the  deficit  every  year  and  balance  the  budget  by  2002 — 
2012 — 2012;  two,  while  keeping  taxes  low;  and,  three,  meeting  our 
Nation's  priorities. 

When  you  look  beneath  the  surface,  I  think  the  truth  of  the  mat- 
ter is  this  budget  is  not  going  to  reduce  the  deficit  as  you  say  or 
balance  the  budget.  Left  out  is  money  for  AMT.  Besides,  next  year, 
a  trillion  dollars  that  would  cost  over  10 — the  Iraq  and  Afghanistan 
figure  is  just  so  below  anybody's  expectations,  $50  billion,  which  is 
about  less  than  a  third  of  what  we  are  spending  now.  Then  saying 
keeping  taxes  low,  Mr.  Portman,  if  we  don't  do  anything  about  the 
AMT  beyond  next  year,  will  that  keep  taxes  low  for  20,  30  million 
people? 

Mr.  PORTMAN.  For  those  people  who  would  be  subject  to  AMT 
who  are  not  now,  I  would  think  that  they  would  not  view  that  as 
keeping  taxes  low  because  some  may  see  a  tax  increase  as  well  as 
a  lot  of  complication  in  their  tax  return. 

Mr.  LEVIN.  That  is  20  to  30  milHon  people.  Right. 

Now  let's  go  to  meeting  our  priorities.  You  say  you  also  see  that 
we  have  eliminated  some  policies  that  show  budget  savings  but  are 
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unlikely  to  materialize  because  of  congressional  opposition.  This  re- 
lates to  your  third  point  about  meeting  our  Nation's  priority.  Okay, 
let  me  just  ask  you  quickly,  the  cutting  clean  water  revolving  fund, 
22  percent  cut,  is  that  something  that  is  consistent  with  the  feel- 
ings of  Democrats?  You  expect  that  to  happen?  Yes  or  no.  I  want 
to  run  through  these.  20  percent,  22  percent  cut  in  the  revolving 
fund.  Do  you  expect  that  to  happen?  Do  you  expect  Democrats  to 
accept  that? 

Mr.  PORTMAN.  Well,  I  don't  know.  We  funded  at  $688  milhon 
for  FY  2008.  This  maintains  the  commitment  we  made  in  2004  to 
provide  this  almost  $7  billion  total  in  new  capitalization  between 
2004  and  2011.  Appropriations  have  exceeded  this  capitalization 
schedule,  but  we  believe  

Mr.  LEVIN.  It  is  so  low,  as  you  know. 

All  right,  let  me  ask  you  about  the  manufacturing  extension  pro- 
gram. You  cut  it  over  50  percent.  You  expect  Democrats  to  accept 
that? 

Mr.  PORTMAN.  I  don't  know. 
Mr.  LEVIN.  You  accept  it. 

Mr.  PORTMAN.  I  think  that  the  more  we  learn  about  the  manu- 
facturing extension  partnership  the  more  we  can  realize  that  some 
of  these  companies — and  there  have  been,  as  you  know,  some  larg- 
er companies  that  can  avail  themselves  of  this  help  on  the  outside. 
Private  enterprise  provides  some  of  the  same  assistance.  You  know, 
I  think  that  this  is  something  that  is  good  policy,  but  

Mr.  LEVIN.  All  right,  so  send  us — I  would  like  to  know.  Send  us 
that  info. 

Cutting  low  income  energy  assistance  over  50  percent.  You  ex- 
pect Democrats  to  accept  that? 

Mr.  PORTMAN.  Well,  it  doesn't  terminate  the  program,  as  some 
have  suggested;  and  it  enables  us  to  keep  the  program  going  but 
to  focus  on  smaller  firms  that  really  need  the  help.  I  will  send  you 
some  material  on  this.  That  is  $41.6  million. 

Mr.  LEVIN.  How  about  CDBG  cutting  it  over  25  percent?  You 
expect  us  to  accept  that?  The  answer  is  no. 

How  about  a  95  percent  cutting  the  COPS  program?  That  is  what 
you  do.  You  expect  us  to  accept  that? 

Mr.  PORTMAN.  Well,  we  consolidate  that  program  with  other 
programs;  and  I  would  like  you  to  look  at  the  consolidation.  We 
think  it  makes  more  sense. 

We  also  include  more  funding  for  the  joint  task  force  we  set  up 
for  cities  like  Detroit  and  others  to  be  able  to  work  with  the  Fed- 
eral Government.  It  is  a  new  program.  It  is  a  more  effective  way 
to  get  at  crime. 

Mr.  LEVIN.  Eliminating  the  community  services  block  grants, 
you  expect  us  to  accept  that? 

Raising  fees  on  veterans.  We  have  rejected  that  time  and  time 
again. 

So,  when  you  look  at  the  details,  it  doesn't  meet  your  statement. 
You  also  say,  we  have  eliminated  some  policies  that  show  budget 
savings  but  are  unlikely  to  materialize  because  of  congressional  op- 
position. This  is  not  a  realistic  budget. 
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Mr.  PORTMAN.  We  have  eliminated  a  number  of  them,  and  that 
is  why  I  put  that  in  there.  One  would  be  the  $1  billion  TSA  fee 
we  think  is  a  good  policy. 

Mr.  LEVIN.  Look  at  all  these  programs.  Really,  this  is  such  an 
unrealistic  budget;  and  that  is  why  you  can  claim  it  comes  in  bal- 
ance, but  

Mr.  PORTMAN.  Mr.  Levin,  all  these  are  programs  on  the  discre- 
tionary side.  Those  were  not  mandatory  programs  you  talked 
about.  All  are  on  the  nonsecurity  side.  Again,  for  the  last  3  years, 
including  this  year.  Congress  has  kept  with  this  roughly  1  percent 
growth,  and  that  is  what  we  provide  in  our  budget. 

Mr.  LEVIN.  Let  me  finish. 

Mr.  Rangel  said,  and  I  don't  think  the  administration  has  accept- 
ed this  in  any  way  on  any  program.  We  have  been  talking  about 
trade,  and  there  are  many  other  issues.  This  administration  has 
not  accepted  the  reality,  and  there  was  a  November  election.  There 
is  a  new  majority  here. 

Mr.  PORTMAN.  Last  year,  we  had  a  0.5  percent  cut  in  this  area. 
This  year,  we  have  a  1  percent  increase,  and  we  have  it  going  for- 
ward, and  we  have  shown  a  freeze  or  cut  before.  I  will  just  tell  you 
that  as  a  fact.  That  is  a  change. 

Chairman  RANGEL.  Chair  recognizes  Mr.  Lewis  from  Georgia. 

Mr.  LEWIS  OF  GEORGIA.  Thank  you  very  much,  Mr.  Chair- 
man. 

Mr.  Director,  it  is  good  to  see  you.  Thank  you  very  much  for 
being  here  today. 

On  page  3  of  your  testimony,  you  stated  that  the  budget  has 
$410  million  for  tax  gap  compliance,  taxpayer  service,  and  tech- 
nology. Now  if  the  Congress  made  the  decision  to  provide  IRS  with 
an  additional  $10  million,  could  it  be  spent  to  collect  unpaid  taxes 
and  foreign  tax  shelters  and  tax  evaders?  Does  this  help  close  the 
$350  bilhon  tax  gap? 

Mr.  PORTMAN.  It  is  an  excellent  question. 

I  do  think  more  resources  can  help.  As  I  noted  in  my  opening 
comments,  Mr.  Lewis,  we  do  not  score  that  because,  traditionally, 
0MB  and  CBO  have  thought  that  it  is  difficult  to  come  up  with  an 
exact  ratio  of  how  much  the  new  funding  would  result  in  terms  of 
new  collections. 

There  are  some  ideas  out  there  as  to  what  you  could  collect. 
Some  say  it  is  four  to  one.  Some  say  it  is  ten  to  one.  But  I  do  think 
it  would  result  in  additional  revenues. 

Mr.  LEWIS  OF  GEORGIA.  Thank  you.  I  would  like  to  move  to 
an  issue  that  is  much  closer  to  home.  It  is  a  real  problem  for  the 
State  of  Georgia  and  17  other  States  with  their  SCHIP  program. 
As  early  as  March  of  next  year,  the  Georgia  Peachcare  program 
will  run  out  of  money  to  cover  273,000  poor  children  it  did  not 
cover.  They  would  have  a  shortfall  of  $131  million  during  2007.  The 
shortfall  nationwide  would  be  more  than  $921  million  this  year.  In 
other  words,  the  cost  of  covering  630,000  children  under  SCHIP 
program,  the  resources  would  not  be  there. 

I  want  to  know  if  you  and  the  President  are  prepared  to  work 
with  us  to  cover  the  shortfall  for  all  of  these  young  people,  all  of 
these  children  that  would  be  left  out. 
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Mr.  PORTMAN.  Yes.  I  am  glad  you  can  raise  the  issue.  One  of 
the  concerns  we  have  about  the  SCHIP  program  right  now  is  that 
because  of  the  3 -year  prohibition  currently  in  law,  the  roughly  $4 
billion  that  States  have  in  SCHIP  that  cannot  be  extended  has  cre- 
ated some  of  these  shortfalls,  and  Georgia  is  one  of  a  handful  of 
States  that  is  facing  it  right  now. 

In  our  2007  budget  we  indicated  2  years  instead  of  3  years  was 
appropriate.  That  would  help  to  free  some  of  that  $4  billion  that 
could  be  used  if  it  was  only  2  years  in  this  budget.  We  suggest  just 
1  year,  that  would  help  even  more;  in  other  words,  they  would  be 
able  to  expend  that  fund— those  funds  within  1  year. 

So,  we  are  eager  to  work  with  you.  Part  of  this  problem  can  be 
resolved  in  the  short  term  by  providing  more  flexibility  to  the 
States  as  we  suggest.  But  I  would  be  happy  to  talk  to  you  about 
the  specific  issues.  I  know  Governor  Perdue  has  also  contacted  us 
on  this,  and  we  want  to  try  to  help  you. 

Mr.  LEWIS  OF  GEORGIA.  Mr.  Director,  I  must  tell  you,  and  I 
want  to  believe  you,  but  I  am  having  a  hard  and  very  difficult  time 
in  believing  that  the  administration  is  committed  to  providing  cov- 
erage for  children.  You  are  only  adding  another  $5  billion,  and  CRS 
tells  us  more  than  $15  billion  are  needed  to  cover  the  children  that 
are  not  being  covered. 

Mr.  PORTMAN.  Well,  it  is  an  interesting  question.  One  of  the 
things  that  has  happened,  as  you  know,  States  have  chosen  to 
cover  children  over  200  percent  of  poverty.  They  have  also  chosen 
to  cover  some  adults.  In  fact,  some  States  are  covering  more  adults 
than  children  under  SCHIP,  I  am  told,  and  what  we  focus  on  is 
children  under  200  percent  of  poverty. 

Mr.  LEWIS  OF  GEORGIA.  SCHIP  program  and  also  cutting 
Medicaid,  you  are  leaving  a  lot  of  people  out. 

Mr.  PORTMAN.  We  are  not  talking  about  cutting  Medicaid. 
Again,  Medicaid  is  increasing  at  a  healthy  clip.  Over  the  next  10 
years  it  will  increase  at  over  7  percent,  10-year  number  7.7  per- 
cent, and  all  of  our  Medicaid  reforms  are  payment  reforms.  We  are 
trying  to  get  it — have  it  grow  at  7.6  percent. 

Mr.  LEWIS  OF  GEORGIA.  Aren't  you  putting  a  burden  on  the 
States? 

Mr.  PORTMAN.  No.  I  mean,  we  are  happy  to  go  over  the  pro- 
posals with  you  one  at  a  time.  They  are  proposals  we  have  sug- 
gested in  the  past.  They  focus  on  pa3anents,  to  be  sure  the  pay- 
ments are  appropriate,  and  there  is,  again,  no  abuse  or  fraud  in 
these  pa5niients.  But  there  will  still  be  a  significant  and  generous 
commitment  to  Medicaid,  as  there  should  be,  and  the  SCHIP  issue 
is  really  a  separate  issue  there.  We  have  to  do  reauthorization  this 
year,  and  we  want  to  work  with  you  on  that,  and  we  provided  more 
funding  in  the  budget,  apparently  not  as  much  as  you  or  Chairman 
Stark  think  appropriate,  but  we  will  work  with  you  on  that. 

Chairman  RANGEL.  Thank  you. 

The  Chair  recognizes  Mr.  Hulshof  of  Missouri  for  5  minutes. 
Mr.  HULSHOF.  Thank  you,  Mr.  Chairman. 

Let  me  get  something  out  of  the  way,  Mr.  Portman.  I  purposely 
withheld  any  endorsement  of  any  Presidential  candidate  until  just 
this  moment.  Do  you  desire  the  Presidency  in  2008? 

Mr.  PORTMAN.  I  thought  you  were  talking  about  Mr.  Lewis. 
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Mr.  HULSHOF.  I  didn't  get  an  answer,  did  I?  Do  you  desire  the 
Presidency  in  2008,  Mr.  Portman? 

Mr.  PORTMAN.  I  am  lucky  to  be  able  to  keep  this  job. 

Mr.  HULSHOF.  Listening  to  some  of  my  colleagues  reminds  me 
of  the  old  adage,  the  more  things  change,  the  more  things  stay  the 
same.  I  say  to  my  colleague,  the  Chairman  of  the  Subcommittee  on 
Health,  the  gentleman  from  California,  who  essentially  ridiculed 
your  assertion  of  lower  premiums,  it  reminds  me  of  a  series  of 
hearings  we  had  on  Medicare  Part  D.  In  fact,  I  remember  the  gen- 
tleman from  California  even  insisting  that  we  legislate  a  $37-per- 
month  premium  because  it  was  his  belief  that  premiums  would  go 
well  beyond  that,  and  of  course  the  average  premium  for  Part  D 
is  $22  nationally.  By  the  way,  I  am  also  mindful  that  when  that 
bill.  Part  D,  left  this  Committee,  it  was,  in  fact,  needs  tested,  so 
I  know  that  is  something  you  talked  about. 

I  do  want  to  caution  you,  Rob — Mr.  Portman,  I  am  sorry  for  the 
familiarity — for  looking  at  just  the  providers  for  savings.  When  we 
had  the  balanced  budget  agreement  in  1997,  we  had  unintended 
consequences  when  we  ratcheted  down  just  on  providers.  I  know 
when  you  were  on  this  side  of  the  dais,  you  also  shared  the  frustra- 
tion that  I  share  in  that  even  with  these  exceptional  professional 
forecasts,  we  don't  get  credit,  for  instance,  for  savings  to  the  Medi- 
care Program,  for  wellness  programs,  for  chronic  disease  manage- 
ment, for  instance,  for  the  implementation  of  health  information 
technologies,  and  I  know  that  the  computer  models,  as  sophisti- 
cated as  they  are,  cannot  include  that.  But  ratcheting  down  just  on 
providers  again  is  something  that  I  think  we  need  to  be  cautious 
about. 

The  other  quick  point  I  want  to  underscore,  and  if  you  choose  to 
comment — and  I  take  Mr.  Levin's  point,  you  know — do  you  expect 
their  side  of  the  aisle  to  have  to  take  some  of  these  very  difficult 
measures?  My  suggestion  back  is  do  you  expect  the  President  then 
to  swallow  a  tax  increase,  for  instance?  Because  I  can  assure  you — 
or  at  least  there  is  a  strong  belief  on  this  side  that  there  are 
7,400,000  Americans  in  jobs  today  that  did  not  exist  in  jobs  in 
2003.  The  numbers  are  coming  in  as  far  as  unemployment,  as  far 
as  wage  growth.  If  you  look  at  the  first  5  years  in  the  early  nine- 
ties, again  the  period  of  time  we  seem  to  compare  good  economics 
to,  wage  increases  were  under  1.6  percent  growth  in  wages.  Now 
we  are  seeing  1-1/2  percent  growth  in  wages  over  the  last  5  years. 

So,  again,  I  think  keeping  the  economy  strong,  I  want  to  continue 
to  underscore  that  point,  and  then  finally  -and  then  again,  what- 
ever time  is  remaining  I  would  allow  you  to  comment.  I  said  this 
yesterday  to  a  pretty  nearly  empty  hearing  room  with  Secretary 
Paulson.  We  are  327  days  away  from  the  first  baby  boomer  begin- 
ning to  leave  the  workforce  in  retirement.  Let  me  say  it  another 
way:  The  midpoint  of  this  Congress  on  January  1,  2008,  one  out 
of  every  two  senior  citizens  who  turn  62  will  begin  to  draw  Social 
Security.  There  is  nothing  wrong  with  that.  It  is  legal,  early  retire- 
ment is  available,  and  as  I  said  to  my  friend  from  Massachusetts 
after  the  hearing  yesterday,  let's  pick  another  word  than  "crisis." 

I  don't  mean  to  suggest  that  the  failure  of  Congress  to  do  any- 
thing is  going  to  put  Social  Security  in  the  short  term  in  jeopardy. 
That  is  not  what  I  am  saying.  But  what  it  is  going  to  take  is  simply 
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two  words,  the  political  will  to  come  together  to  try  to  do  something 
on  these  entitlements,  because  these  charts — you  know,  as  much  as 
we  talk  about  prognostications  being  off  by  this  many  percent  or 
billions,  we  know  what  is  coming,  and  it  is  just  going  to  take  the 
political  will.  The  sands  in  the  hourglass  are,  in  fact,  dwindling, 
and  in  the  remaining  couple  seconds  I  will  let  you  chime  in. 
Thank  you,  Mr.  Chairman,  for  recognizing. 

Mr.  PORTMAN.  Thank  you.  Those  are  excellent  points.  I  am 
nominating  you.  On  health  care,  just  quickly,  you  are  absolutely 
right.  On  Medicare  and  Medicaid  what  is  driving  those  cost  in- 
creases is  in  part  the  program,  we  have  suggested  some  changes, 
as  we  have  talked  about.  It  is  also  the  overall  health  care  inflation 
rate.  In  other  words,  health  care  itself  needs  to  be  reformed,  and 
the  costs  need  to  be  reduced  in  sensible  ways  to  deal  with  the  Fed- 
eral programs.  The  converse  is  also  true  because  now  the  Federal 
Government,  as  the  largest  payer,  impact  health  care  costs  so 
much.  That  is  why  we  want  to  make  sure  these  provider  pa3rments 
are  the  right  amount. 

I  look  forward  to  working  with  him  on  that.  He  raised  this  issue 
in  the  past;  he  raises  it  again  today. 

I  agree  with  you,  it  is  not  just  about  looking  at  the  provider  pay- 
ments, it  is  fundamentally  about  health  care  costs,  and  that  is  why 
some  of  the  other  proposals,  including  the  tax  exclusion  on  health 
care,  I  am  talk  happy  to  talk  about  more  competition,  more  trans- 
parency, can  have  an  important  effect  on  Social  Security — I  am 
sorry — on  Medicare  and  Medicaid. 

You  are  right  about  the  tax  relief  and  the  importance  of  keeping 
it  in  place  so  we  don't  risk  an  economic  downturn,  because,  we  are 
seeing  real  wage  growth  as  well  as  the  good  unemployment  num- 
bers that  you  talked  about,  4.6  percent  unemployment  and  7.4  mil- 
lion new  jobs  since  2003.  Thank  you. 

Chairman  RANGEL.  The  Chair  recognizes  Mr.  Neal. 

Mr.  NEAL.  I  was  going  to  leave  you  alone  on  the  word 
"crisis"  

Mr.  HULSHOF.  Sorry,  Rob. 

Mr.  NEAL  [continuing].  No  longer.  Do  you  think  there  is  a  crisis 
in  Social  Security? 

Mr.  PORTMAN.  I  think  the  unfunded  obhgation  in  Social  Secu- 
rity, which  is,  by  the  way,  $15  trillion,  $15  trillion  

Mr.  NEAL.  Can  we  agree  on  this  at  least  in  some  actuarial  ta- 
bles that  Social  Security  is  going  to  pay  full  benefits  for  at  least 
the  next  three  decades? 

Mr.  PORTMAN.  Well,  starting  in  10  years  

Mr.  NEAL.  That  is  not  the  question  I  asked.  Will  it  pay  full  ben- 
efits for  the  next  three  decades? 

Mr.  PORTMAN.  It  depends  on  what  Congress  does.  You 
know  

Mr.  NEAL.  As  currently  constructed. 

Mr.  PORTMAN.  Well,  I  mean,  it  is  going  to  be  up  to  you,  hon- 
estly. 

Mr.  NEAL.  I  mean,  the  Secretary  of  the  Treasury  and  others, 
they  are  trustees  of  the  program,  and  they  signed  these  documents 
indicating  that  the  actuarial  tables  indicate  
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Mr.  PORTMAN.  But,  Mr.  Neal,  that  doesn't  answer  the  question 
which  you  have  been  posing,  which  is  is  it  the  right  thing  to  do? 

Mr.  NEAL.  Is  it  going  to  pay  full  benefits  for  the  next  three  dec- 
ades? 

Mr.  PORTMAN.  Under  law  it  would  now.  I  don't  know  what  you 
will  do  to  change  it.  I  certainly  hope  

Mr.  NEAL.  Do  you  think  based  on  what  those  trustees  certify 
that  we  ought  to  at  least  base  some  of  our  judgment  on  that? 

Mr.  PORTMAN.  I  think  the  Trustees'  Reports  are  an  excellent 
source  of  information.  I  also  think  we  ought  to  look  at,  again,  these 
unfunded  obligations.  They  are  all  in  here,  and  I  encourage  every 
American  to  look  at  because  it  is  very  difficult  to  imagine  how  we 
can  continue  with  this,  again,  unsustainable  growth. 

Mr.  NEAL.  Thank  you.  Thank  you.  Why  is  it  

Chairman  RANGEL.  You  are  under  no  obligations  to  answer  the 
question. 

Mr.  NEAL.  Why  is  it  that  the  administration  is  so  anxious  to  re- 
solve the  Medicare  and  Social  Security  issue,  particularly  Social  Se- 
curity, which  pays  full  benefits  for  at  least  the  next  three  decades, 
and  you  only  come  up  with  a  1-year  fix  on  AMT,  which  affects  23 
million  Americans? 

Mr.  PORTMAN.  Well,  we  also  agree  with  

Mr.  NEAL.  I  mean,  that  is  the  thing  we  should  

Mr.  PORTMAN.  I  couldn't  agree  with  you  more.  This  is  some- 
thing that  we  think  is  misguided  tax  policy.  You  have  been  a  leader 
on  this,  Mr.  Neal,  for  years.  You  have  not  acted  yet  to  do  anything 
yet  in  2007.  We  can  place  the  most  generous  

Mr.  NEAL.  Mr.  Portman,  we  offered  a  number  of  suggestions  a 
number  of  times.  I  think  the  former  Chairman  decided  we  weren't 
going  to  act  on  it. 

Mr.  PORTMAN.  Well,  that  is  why  we  put  it  in  our  budget,  be- 
cause we  want  to  work  with  you  on  that,  and  it  gives  us  some  time. 

Mr.  NEAL.  I  want  to  work  with  you,  but  do  you  think  it  is  poi- 
sonous when  we  use  the  word  "crisis"  as  it  affects  Social  Security? 

Mr.  PORTMAN.  I  think  what  is  more  dangerous  is  if  we  ignore 
it,  because  then  our  choices  will  be  

Mr.  NEAL.  When  you  suggest  crisis,  we  think  the  problem  is  out 
there  tomorrow.  AMT  is  a  problem  that  is  out  there  tomorrow  for 
us. 

Mr.  PORTMAN.  You  know  this  better  than  I  do,  but  in  10  years 
we  are  going  to  face  a  situation  where  the  payroll  taxes  coming  in 
will  not  be  adequate  to  pay  the  benefits  going  out. 

Mr.  NEAL.  Think  of  the  23  million  American  families  who  will 
pay  AMT  next  year  if  we  don't  do  something,  and  the  problem  gets 
worse  year  after  year  after  year.  That  is  the  crisis,  Mr.  Director. 

Mr.  PORTMAN.  I  agree  with  you.  It  is  a  huge  problem.  I  will 
even  call  it  a  crisis.  That  is  why  in  our  budget  we  would  keep  that 
from  happening  next  year,  but  we  would  also  need  to  sit  down  and 
reform  this  so  that  it  doesn't  happen  in  future  years  as  part  of  a 
larger  tax  reform  as  well.  It  is  interactive  with  so  many  parts  of 
individual  Tax  Code  now  that  you  will  have  to,  if  you  reform  AMT, 
look  at  other  parts  of  the  Tax  Code,  and  we  want  to  work  with  you 
on  that. 
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Mr.  NEAL.  Thank  you.  You  remind  yourself  to  thank  Mr. 
Hulshof  for  bringing  the  word  "crisis"  up  again. 

Mr.  HULSHOF.  Thanks  a  lot,  Ken. 

Chairman  RANGEL.  Gentleman  from  Kentucky. 

Mr.  LEWIS  OF  KENTUCKY.  Mr.  Greenspan,  Mr.  Bernanke  just 
a  few  weeks  ago,  the  Comptroller  General  of  the  GAO  Mr.  Walker, 
he  has  been  going  around  the  country  talking  to  a  lot  of  college  stu- 
dents about  what  I  would  term  as  a  crisis  for  my  kids.  We  talked 
about  this  yesterday  with  Mr.  Paulson.  My  daughter  is  24,  my  son 
is  35,  and  if  this  $50  trillion  worth  of  unfunded  liabilities  and  debt 
isn't  dealt  with,  I  think,  in  the  near  future,  let  me  ask  you,  what 
kind  of  a  future  will  they  be  facing  if  they  are  going  to  have  to  try 
to  live  under  a  debt  burden  that  will  basically  destroy  their  oppor- 
tunities in  this  country?  Am  I  wrong  in  that? 

Mr.  PORTMAN.  Well,  no,  I  think  you  are  right.  As  I  mentioned 
to  Mr.  Neal,  it  is  a  $15  trillion,  which  is  just — again,  it  is 
unfathomable;  $1  trillion  is  hard  to  imagine.  $15  trillion  long-term 
liability  and  over  75  years  it  is  $6  trillion,  and  the  choices  get  more 
difficult  as  the  years  go  on.  On  the  other  hand,  if  relatively  small 
changes  are  made  now,  then  you  have  the  opportunity  to  change 
this  environment  you  are  talking  about  for  your  kids  and  your 
grandkids,  which  are  exactly  who  are  going  to  be  paying  for  you 
and  me  as  baby  boomers  in  our  retirement  either  through  far  high- 
er taxes,  or,  as  you  say,  by  going  far  higher  into  debt  as  a  country. 
Alternatively,  we  will  face  the  historic  reality  that  we  have  to  re- 
duce benefits  dramatically.  None  of  those  are  good  options. 

There  is  another  way,  and  that  is  for  this  Committee — which  has 
jurisdiction  over  this  issue  and  has  a  lot  of  strong,  knowledgeable 
leaders  who  understand  this  program  and  how  it  works  and  how 
it  can  be  changed — works  with  this  other  body  and  the  Administra- 
tion to  try  to  come  up  with  changes. 

Mr.  LEWIS  OF  KENTUCKY.  Looking  at  the  chart,  in  30  years, 
in  2040,  all  the  revenue  coming  in  will  be  consumed  by  entitle- 
ments and  any  interest  on  the  debt.  There  will  be  nothing  left  in 
discretionary  spending.  So,  are  we  just  going  to  wait  30  years  and 
take  advantage  of  the  payroll  tax  for  Social  Security  and  my  kids 
paying  my  way  for  my  retirement  and  my  health  care,  and  then  at 
the  end  of  that  30  years,  voila,  you  get  nothing?  It  may  be  good 
for  30  years,  but  if  we  don't  do  something  before  long,  they  are 
going  to  be  stuck  with  a  burden  that  will  be  unsustainable,  if  I  am 
not  wrong. 

Mr.  PORTMAN.  It  is  an  excellent  point,  and  again  we  look  for- 
ward to  working  with  the  Committee.  It  should  be  a  bipartisan  ef- 
fort as  it  was  back  in  1983.  We  do  believe  there  is  a  greater  rec- 
ognition of  the  problem,  and,  you  know,  again  I  look  at  this  Com- 
mittee, Mr.  Rangel,  Mr.  McCrery  and  others  who  have  a  concern 
about  this  issue,  and  I  am  hopeful  that  we  can  work  together. 

Mr.  LEWIS  OF  KENTUCKY.  Thank  you. 

Chairman  RANGEL.  The  Chair  recognizes  Mr.  Tanner. 

Mr.  TANNER.  Thank  you,  Mr.  Chairman. 

Welcome  back,  Mr.  Director.  As  you  know,  you  and  I  have  had 
the  conversation  about  my  concern  about  the  amount  of  money  that 
has  been  borrowed  in  the  last  4  or  5  years  and  over  a  trillion  in 
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6,  much  of  it  from  foreigners,  and  I  asked  Mr.  Paulson  about  that 
yesterday.  So,  we  will  both  be  spared  that  speech  again  today. 

What  I  would  like  to  ask  you  about,  according  to  the  GAO  in 
2005  there  were  18  of  24  Federal  agencies  that  could  not  produce 
an  acceptable  audit.  Only  six  they  found  could,  one  of  which  was 
Office  of  Personnel  Management.  What  I  want  to  ask  about,  does 
the  administration  have  any  plans,  specific  plans,  to  respond  to  the 
fact  that  we  cannot  seem  to  keep  up  with  the  money  that  we  are 
taking  from  people  and  appropriating  to  various  agencies  of  our 
government?  If  not,  I  won't  talk  about  a  bill  I  had  last  year. 

Mr.  PORTMAN.  Yeah.  Mr.  Tanner,  I  am  eager  to  work  with  you 
on  this.  My  numbers  are  different  than  those.  I  will  now  seek  that 
GAO  report.  We  just  finished  our  report  on  financial  management 
in  the  Federal  Government.  We  found  that  we  are  making  better 
progress;  in  fact,  I  think  our  numbers  are  almost  exactly  the  oppo- 
site of  these  GAO  numbers.  I  think  ours  state  that  18  out  of  the 
24  do  have  a  clean  audit.  So,  I  will  get  with  you  on  that,  but  I 
think  we  find  that  18  out  of  24  do. 

Is  that  acceptable?  No.  It  is  unacceptable  because  six  still  don't. 
If  that  is  true,  and  I  know  of  those  six,  at  least  two  of  them  are 
very  large  agencies:  I  believe  one  is  Department  of  Homeland  Secu- 
rity, and  one  is  Department  of  Defense. 

Mr.  TANNER.  That  is  correct.  I  know  those  two. 

Mr.  PORTMAN.  Comprising  a  big  part  of  our  Federal  spending. 

Mr.  TANNER.  This  is  the  2005  from  the  GAO.  We  can  talk  about 
this. 

Mr.  PORTMAN.  But  it  is  an  improvement  over  last  year,  and 
over  the  course  of  this  administration,  we  do  have  some  improve- 
ment. I  could  go  through  this  with  you. 

Mr.  TANNER.  As  you  know,  I  have  been  very  critical  of  Congress 
in  the  last  6  years  and  the  lack  of  oversight,  in  fact,  what  I  con- 
sider to  be  the  complete  abdication  of  Congress's  responsibilities. 
May  I  say  I  will  be  equally  critical  of  this  Congress  if  it  does  the 
same  thing.  But  no  matter  who  the  administration  is  or  who  con- 
trols Congress,  this  is,  I  believe,  one  of  the  primary  obligations  that 
we  as  public  officeholders,  doesn't  matter  if  Democrat  or  Repub- 
lican, have  to  the  taxpayers.  We  take  money  away  from  them  invol- 
untarily and  then  don't  keep  up  with  it,  don't  ask  people  what  we 
did  with  it,  who  did  we  appropriate  it  to,  and  if  they  ask,  we  can't 
tell  them.  That  ought  to  be  changed  no  matter  who  is  holding  what 
office. 

Now,  I  had  a  bill  last  year  that  provided  when  GAO  or  the  in- 
spector general  of  any  agency  reported  that,  one,  they  could  not 
find  the  money  on  a  particular  function,  or,  two,  they  identified  a 
high-risk  program,  which  is  government  talk  for  one  that  doesn't 
work,  that  Congress  must  within  60  days  hold  a  public  hearing,  try 
to  find  out  why  they  couldn't,  and,  if  they  couldn't,  not  give  them 
money  the  following  year.  I  think  that  is  pretty  commonsensical, 
and  I  think  most  people  would  agree  with  that. 

Would  some  bill  like  that  be — how  would  you  feel  if  we  tried  to 
reintroduce  that  to  this  Congress? 

Mr.  PORTMAN.  I  would  like  to  take  a  look  at  it.  I  agree  with 
you  totally  about  your  overall  overarching  concern.  We  have  to 
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spend  the  taxpayers'  dollars  more  wisely.  We  have  to  be  sure  we 
know  where  the  money  is  going. 

I  am  looking  at  our  financial  management  report,  and  we  say 
that  19  agencies  representing  75  percent  of  outlays  received  a  clean 
audit  opinion,  but  that  is  not  acceptable.  We  need  to  be  sure  all  of 
them,  improper  payments  

Mr.  TANNER.  What  year?  Because  I  am  looking  at  something 
entirely  different. 

Mr.  PORTMAN.  This  is  our  report  that  just  came  out  a  few 
weeks  ago,  which  is  the  2007  Federal  financial  management  report. 
But  I  would  like  to  look  at  your  legislation.  We  need  to  provide  in- 
centives. This  may  surprise  you,  but  we  welcome  oversight  at 
0MB.  We  think  it  is  good  for  the  government.  We  think  the  trans- 
parency is  good.  Would  you  let  me  do  one  quick  advertisement? 

Mr.  TANNER.  Yes. 

Mr.  PORTMAN.  We  have  got  a  new  Web  site  that  went  up  the 
day  before  yesterday.  It  is  a  new  version  of  expectmore.gov.  We 
started  it  last  year.  As  of  the  day  before  yesterday,  96  percent  of 
Federal  spending  is  now  analyzed  on  expectmore.gov.  Please  put 
that  up.  Anybody  who  is  watching,  I  hope  you  will  check  it  out.  It 
has  almost  1,000  Federal  agencies,  what  their  performance  rating 
is,  how  they  are  doing  based  on  our  performance  rating  scores, 
whether  they  are  achieving  results  or  not,  and  if  they  are  not 
achieving  results,  what  we  are  doing  to  try  to  make  them  better. 

It  is  a  view  into  the  Federal  Government  that  has  never  been  of- 
fered before.  I  am  not  saying  it  is  giving  you  everything  you  are 
looking  for  in  terms  of  the  audits,  but  it  is  a  much  more  trans- 
parent look  at  what  is  happening  in  the  agencies,  what  is  working, 
what  is  not  working.  I  am  very  proud  of  this,  and  I  hope,  working 
together,  we  can  do  an  even  better  job  with  providing  that  kind  of 
transparency  so  the  taxpayers  know  where  their  dollars  are  going, 
and  we  can  do  a  better  job  of  having  it  spent  wisely. 

Mr.  TANNER.  Well,  I  am  out  of  time,  but  we  continue  to  pour 
massive  amounts  of  money  and  don't  keep  up,  that  is  wrong. 

Chairman  RANGEL.  Mr.  Doggett  is  recognized  for  5  minutes. 

Mr.  DOGGETT.  Mr.  Portman,  you  tell  us  in  your  testimony 
today  that  you  were  showing  the  full  cost  of  the  war  for  the  rest 
of  the  President's  term.  You  and  I  discussed  this  some  yesterday, 
and  you  told  me  that  the  best  minds  in  the  Pentagon  told  you  that 
no  money  would  be  required  for  the  escalation  of  troops  after  Au- 
gust 31  of  this  year. 

Mr.  PORTMAN.  September  30. 

Mr.  DOGGETT.  September  30.  While  my  repeating  that  to  others 
has  produced  many  looks  of  surprise,  it  is  reassuring  as  we  enter 
this  debate  on  Iraq  next  week  to  know  that  that  is  the  administra- 
tion's position,  that  no  money  will  be  required  for  the  escalation; 
6  or  7  months  from  now  it  will  all  be  done. 

With  reference  to  the  cost  of  the  war  in  the  budget  that  you  will 
be  discussing  with  us  this  time  next  year,  however,  and  I  believe 
Mr.  Levin  made  reference  to  this,  you  have  only  included  $50  bil- 
lion for  fiscal  year  2009.  How  does  that  compare  with  the  cost  of 
the  war  for  fiscal  year  2008? 
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Mr.  PORTMAN.  In  fiscal  year  2008,  the  supplemental  that  we 
submitted  on  Monday  is  for  roughly  $141  billion,  $145  when  you 
include  the  State  Department. 

Mr.  DOGGETT.  Right. 

Mr.  PORTMAN.  For  Afghanistan,  Iraq  and  the  Global  War  on 
Terror. 

Mr.  DOGGETT.  Again,  the  best  minds  at  the  Pentagon,  in  all  the 
calculating  that  they  could  do,  their  best  estimate  to  be  straight 
with  the  American  people  is  they  think  this  time  next  year  you  will 
be  back  and  you  will  be  asking  for  a  third  as  much  for  the  war  in 
Iraq  as  you  are  for  this  year. 

Mr.  PORTMAN.  Well,  again,  it  is  not— you  know,  I  talked  about 
this  just  prior  to  the  hearing.  It  is  not  easy  to  make  these  pre- 
dictions. In  fact,  it  is  impossible. 

Mr.  DOGGETT.  All  you  can  do  is  give  us  your  best  judgment. 

Mr.  PORTMAN.  Well,  their  best  judgment  for  2008,  as  I  ex- 
plained to  you  yesterday,  was  a  straight  line  because  they  cannot 
give  us  what  will  be  happening  on  the  ground,  nor  can  anyone,  a 
few  months  from  now  much  less  a  few  years  from  now  when  that 
money  will  be  spent. 

Mr.  DOGGETT.  You  have  done  that  in  every  other  area  in  the 
government,  and  you  have  done  it  for  the  Defense  Department 
itself,  but  really  the  $50  billion  figure,  there  is  no  way  that  you  or 
I,  no  matter  how  good  it  is,  is  going  to  come  back  to  this  Committee 
a  year  from  now  and  ask  for  a  third  as  little  money  as  you  asked 
for  this  year  for  Iraq,  is  there?  It  is  totally  unrealistic. 

Mr.  PORTMAN.  As  you  know,  I  do  not  represent  that  as  the  full 
cost.  I  represent  that  as  an  allowance  for  2009.  I  think  it  was  pru- 
dent to  put  some  funding  in  2009. 

Mr.  DOGGETT.  It  would  be  more  prudent  if  you  put  something 
realistic  in. 

But  let  me  ask  you  about  some  other  areas,  because  if  that  is 
wrong,  and,  in  fact,  it  is  the  same  cost  as  this  year,  then  your 
budget  is  going  to  be  out  of  balance  by  about  $100  billion,  right? 
In  other  words,  if  instead  of  $50  billion  it  is  $150  billion,  you  have 
not  accounted  for  $100  billion. 

Mr.  PORTMAN.  I  know  this  doesn't  sound  like  a  direct  answer, 
but  I  don't  know  what  it  would  be,  because  although  there  would 
be  budget  authority  for  that  year,  and  it  may  be  obligated,  that  the 
spending  typically  would  not  occur  until  2  or  3  years  later.  That 
is  all  reflected  in  our  budget. 

Mr.  DOGGETT.  That  is  fair  enough. 

Mr.  PORTMAN.  So,  for  example,  the  rest  of  this  year  I  think 
CBO  indicated  we  would  spend  about  $25  billion  of  this  total  $170 
billion.  We  say  it  is  closer  to  $30  billion,  but  the  point  is  most  of 
it  will  be  spent  in  subsequent  years. 

Mr.  DOGGETT.  As  far  as  the  cost  of  the  war,  this  is  one  area 
unlike  all  the  other  areas  of  government  that  you  just  stopped  in 
2009  with  that  $50  billion.  You  don't  include  anything  thereafter. 
Let  me  switch  

Mr.  PORTMAN.  Just  again,  there  would  be  considerable  spend- 
ing after,  and  it  is  in  our  budget,  but  th  budget  authority  would 
be  for  2009. 
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Mr.  DOGGETT.  Then  why  don't  we  switch  to  the  revenue  side 
for  a  minute.  You  have  included  within — in  order  to  get  the  budget 
balanced,  and  you  talked  to  some  about  the  AMT  here  already,  but 
you  have  included  the  revenues  that  the  AMT  would  generate 
under  existing  law,  and  that  provides  you  about  a  trillion  dollars 
to  get  your  budget  in  balance,  right? 

Mr.  PORTMAN.  That  is  a  10-year  figure.  What  is  it  over  5;  do 
we  have  a  total?  A  little  less  than  half  of  that  over  the  budget  win- 
dow. 

Mr.  DOGGETT.  Five  hundred  billion  dollars.  So,  if  you  don't 
have  those  AMT  revenues  that  you  have  counted  under  existing 
law,  your  budget  will  be  out  of  balance  by  half  a  trillion  dollars. 

Mr.  PORTMAN.  Again  

Mr.  DOGGETT.  Over  5,  or  a  trilhon  over  10. 

Mr.  PORTMAN.  As  I  have  talked  to  Mr.  Rangel  about  and  Mr. 
Neal,  and  I  know  you  have  a  concern  on  AMT  as  well,  our  proposal 
is  

Mr.  DOGGETT.  Proposal  to  work  together,  but  unless  you — as 
long  as  you  have  counted  half  a  trillion  dollars  money  there,  you 
have  to  make  it  up  somewhere,  and  we  had  the  Secretary  of  Treas- 
ury there  yesterday  say  you  couldn't  do  it  with  the  tax  cut. 

Mr.  PORTMAN.  We  don't  think  ongoing  patches  is  a  good  idea. 
We  do  provide  a  patch  for  this  year,  and  that  does  take  us  for 
about  20  months  to  be  able  to  work  something  out  together,  but  we 
don't  think  that  is  the  best  policy. 

Chairman  RANGEL.  Mr.  Brady  is  recognized  for  5  minutes. 

Mr.  BRADY.  Thank  you.  Chairman. 

Rob,  thank  you  for  raising  the  issue  of  Medicare,  Social  Security, 
Medicaid.  If  we  truly  want  those  programs  to  be  around  for  our 
parents  and  our  peers  and  our  grandchildren,  it  really  is  important 
that  we  start  making  some  decisions  and  make  sure  it  can  be 
strong  and  effective  in  outyears,  and  I  am  hopeful  both  parties  can 
work  together  to  do  that. 

Let's  talk  about  revenues.  Revenue  growth  in  Federal  Govern- 
ment last  year  was  how  much  increase? 

Mr.  PORTMAN.  11.8  percent  increase  over  the  previous  year. 

Mr.  BRADY.  This  year  we  are  running  about  8  percent. 

Mr.  PORTMAN.  First  quarter  it  was  8.2  percent.  Again,  CBO 
came  out  with  a  report  yesterday  that  showed  in  the  first  4  months 
roughly  9.8  percent.  I  don't  know  what  the  Treasury  numbers  are 
yet. 

Mr.  BRADY.  Economy  has  gone  3  percent,  11  percent  last  year, 
nearly  10  percent  this  year.  So,  all  those  claims  that  tax  relief  for 
families  devastated  our  Federal  revenues,  in  fact,  the  growth  has 
been  outstanding  in  Federal  revenues,  and,  if  I  understand,  cor- 
porate revenues  are  up  even  higher  than  that.  I  saw  a  number  of 
22  percent  here  for  either  a  recent  quarter  or  year-to-year  average. 
So,  corporate  revenues  are  up  as  well? 

Mr.  PORTMAN.  That  is  correct.  What  happened  is  that  in  2003, 
as  the  tax  cuts  were  fully  implemented  from  2001,  and  we  had 
these  additional  investment  tax  relief  measures,  such  as  the  capital 
gains  relief  and  the  relief  that  we  put  in  place  for  dividend  taxes, 
we  saw  an  amazing  correlation  between  that  tax  relief  being  put 
in  place  and  growth  in  the  economy.  I  showed  a  chart  earlier  also 
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showing  growth  in  investment  and  growth  in  jobs,  and  that  has  re- 
sulted in  not  just  a  robust  economy,  but  also  in  record  revenues 
and,  frankly,  revenues  beyond  what  any  of  us  projected,  more  than 
the  administration  projected,  more  than  the  Congressional  Budget 
Office  projected.  That  has  resulted  in  a  lower  deficit  than  we  had 
projected. 

As  I  said,  we  have  actually  increased  our  projections  of  revenue 
a  little  bit  this  year  from  a  couple  years  ago,  but  the  5.5  percent 
we  are  projecting  looks  to  be  very  cautious  because,  in  reality,  we 
are  already  at  8  or  9  percent,  maybe  10  percent,  and,  in  fact,  we 
see  something  similar  to  what  we  have  seen  in  the  last  couple  of 
years  where,  as  an  example,  last  year  we  projected  revenue  would 
be  at  about  6.1  percent  and  ended  up  being  almost  twice  that  at 
11.8  percent. 

This  is  good  news  for  the  American  taxpayer  because  it  reduces 
the  deficit,  enables  us  to  get  to  balance,  therefore  reduces  the  debt, 
and  it  is  a  combination  of  this  higher  revenues  with  a  little  bit  of 
jump  on  the  spending  side.  Again,  Congress  deserves  a  little  bit  of 
credit  for  that  in  working  with  the  administration  to  keep  the  so- 
called  nonsecurity  discretionary  spending  down  to  the  point  where 
we  can  see  real  progress  in  the  deficit. 

Mr.  BRADY.  Well,  is  the  President  recommending  a  bipartisan 
sunset  commission  again  this  year?  I  ask  because  Mr.  Doggett  and 
Mr.  Turner  and  myself  in  past  years  introduced  a  bipartisan  com- 
mission equally  divided  and  appointed  by  the  Majority,  Minority, 
made  up  primarily  of  Members,  elected  Members  of  Congress,  to  be 
modeled  after  the  24  States  that  currently  have  sunset  commis- 
sions. Some  of  them  work  very  well;  some  of  them  have  not  made 
a  very  good  commitment  to  it;  but  it  is  an  idea  that  President 
Carter  actually  proposed,  and  it  passed  the  Senate  back  then,  gosh, 
90  to  2  in  a  Democratic-controlled  Senate. 

It  is  designed  not  to  be  a  crash  diet,  but  sort  of  take  off  pounds 
sensibly  over  the  years,  and  to  do  it  in  a  way  where  it  works,  you 
know,  regardless  who  is  in  power  in  Congress  or  who  is  in  the 
Presidency,  but  Republicans,  Democrats  sitting  down  finding  ways 
that  we  can  trim  thoughtfully  the  budget,  try  to  become  more  effi- 
cient; again,  not  dramatic  cuts,  but  just  always  knowing  year  in, 
year  out  we  are  going  to  find  ways  to  save  and  stretch  our  dollars. 
Is  the  President  still  recommending  a  commission  of  that  type. 

Mr.  PORTMAN.  Yes,  he  is,  Mr.  Brady,  and  I  commend  you  for 
your  leadership  on  that  with  Mr.  Doggett  and  others.  We  think  it 
is  a  good  idea.  We  again  recommend  a  bipartisan  sunset  commis- 
sion. We  also  recommend,  as  you  know,  a  results  commission  that 
focuses  on  some  of  the  issues  Mr.  Tanner  raised,  to  be  sure  that 
taxpayer  dollars  are  being  spent  wisely.  But  we  know  there  were 
hearings  last  year  on  it.  You  made  progress,  came  close  to  getting 
it  to  the  floor,  and  we  wish  you  good  luck,  and  we  want  to  work 
with  you  on  a  sunset  commission. 

Mr.  BRADY.  Thank  you,  sir. 

I  yield  back,  Mr.  Chairman. 

Chairman  RANGEL.  The  Chair  would  like  to  recognize  Mr. 
Thompson  of  California  for  5  minutes. 

Mr.  THOMPSON.  Thank  you  very  much,  Mr.  Chairman. 
Mr.  Portman,  thank  you  very  much  for  being  here. 
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I  would  like  to  go  back  to  the  hospital  issue  that  was  talked 
about  by,  I  think,  a  couple  of  my  colleagues  a  little  earlier.  One  of 
the  things  that  really  concerns  me  is  the  way  that  your  budget  has 
treated  hospitals,  and  in  California,  hospitals  lose  about  $14  bil- 
lion, and  in  my  district  alone  we  stand  to  lose  about  $3  billion. 

There  seems  to  be  a  real  disconnect  between  your  budget  and 
what  is  taking  place  in  the  real  world.  I  don't  know  of  a  single  hos- 
pital, and  there  certainly  aren't  any  in  the  part  of  California  that 
I  represent,  that  are  living  high  on  the  hog;  as  a  matter  of  fact,  a 
lot  of  them  are  operating  well  within  the  margin. 

Your  proposal  seems  to  also  not  pay  attention  to  what  MedPAC's 
January  vote  recommended,  that  hospitals  be  given  a  full  market 
basket  update.  I  guess  I  am  curious  to  know,  what  is  it  that  you 
think  is  going  to  happen  to  these  facilities?  I  can't  imagine  it  being 
just  in  my  district,  but  across  the  country,  and,  as  important,  what 
about  the  people  that  they  serve?  What  is  this  budget  proposal 
going  to  do  to  those  hospitals  that  can  barely  keep  their  doors  open 
now? 

Mr.  PORTMAN.  Well,  thank  you.  We  look  forward  to  hearing 
from  some  of  your  hospitals.  I  am  sure  we  will.  As  you  know,  this 
is  a  proposal  that  is  very  similar  in  kind  to  what  we  have  proposed 
in  the  past,  again,  what  other  administrations,  including  the  pre- 
vious administration,  has  proposed.  It  is  a. 65  percent  reduction  in 
the  otherwise  increase  in  the  update  as  Mr.  Stark  talked  about. 
That,  incidentally,  is  roughly  half  of  the  productivity  improvement 
that  is  expected  both  in  these  hospitals  and  in  the  private  sector 
generally. 

Mr.  THOMPSON  [continuing].  Are  not  responsive  to  what  is 
going  on,  and  I  don't  care  if  it  is  hospitals,  if  it  is  docs.  In  rural 
areas  we  have  got  hospitals  closing  and  doctors  leaving  and  not 
willing  to  take  on — not  able  to  take  on  new  Medicare  folks.  Any 
way  you  explain,  this  isn't  going  to  change  the  fact  that  these  guys 
are  really  hurting,  and  I  think  we  have  to  be  more  sensitive  to 
these  

Mr.  PORTMAN.  You  mention  Medicare  recipients,  the  participa- 
tion rates,  from  everjrthing  that  we  have  been  given,  and  I  would 
look  forward  to  your  data  on  this,  can  actually  increase,  not  de- 
crease, as  there  have  been  market  basket  updates.  Over  the  last 
10  years  the  average  reduction  in  the  update  is  0.75  percent  and 
we  are  proposing  a  0.65  reduction,  so  we  are  below  that  average. 
Admittedly  we  haven't  been  focused  on  this  over  the  last  few  years 
because  we  have  had  zero  in  terms  of  the  change  in  the  update 
that  would  otherwise  occur,  but  we  think  this  is,  again,  a  reason- 
able and  prudent  approach.  We  think  it  is  consistent  with  hospitals 
generally,  maybe  not  in  your  district  in  California,  and  their  profit- 
ability at  this  point. 

Also,  again,  if  you  compare  to  what  Congress  has  done  in  the 
past  when  we  tried  to  deal  with  these  admittedly  tough  issues  of 
trying  to  restrain  the  rate  of  growth,  it  is  considerably  less  than 
we  did  in  1997,  of  course,  but  also  we  did  in  1990  

Mr.  THOMPSON.  As  I  mentioned,  notwithstanding  what  has 
happened  in  the  past,  these  guys  are  hurting,  and  I  can't  imagine 
it  being  any  different  in  your  old  district  in  Ohio  than  it  is  any- 
place else,  and  I  am  very,  very  worried  about  this  particular  provi- 
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sion.  In  the  past  the  administration  has  always  neglected  to  deal 
with  the  AMT  fix  outside  of  any  fundamental  tax  reform.  You  men- 
tioned it  earlier  today,  you  said  something  that  this  should  be  part 
of  the  larger  reform  package. 

The  reality  is  that  if  we  don't  fix  this,  we  are  going  to  see  a  tax 
increase  on  somewhere  up  of  around  30  million  people.  It  seems  to 
me  as  we  are  making  permanent  tax  cuts  that  don't  expire  until 
2010,  and  there  has  been  other  attempts  to  take  care  of  tax  issues 
in  the  way  outyears  at  the  expense,  I  would  argue,  of  AMT  relief, 
this  seems  to  be  the  only  major  tax  provision  that  the  President 
hasn't  aggressively  tried  to  make  permanent.  Why  is  that? 

Mr.  PORTMAN.  Well,  again,  we  are  ahead  of  the  Congress.  We 
are  being  proactive  in  the  sense  of  getting  out  ahead  of  where  you 
are  right  now.  We  do  want  to  work  with  you  on  a  patch  for  this 
year.  That  patch  would  take  us  out  

Mr.  THOMPSON.  You  are  not  out  ahead.  We  extended  it  in  the 
past  years  under  the  previous  Majority  for  1  year. 

Mr.  PORTMAN.  You  haven't  done  it  for  2007,  and  it  is  in  our 
budget. 

Mr.  THOMPSON.  Why  don't  we  permanently  fix  it? 

Mr.  PORTMAN.  We  should.  That  is  exactly  what  we  would  like 
to  do.  As  I  said  in  the  past,  continual  patch  is  the  best  policy  rather 
than  to  reform  AMT  so  it  doesn't  have  these  effects  that  you  talked 
about. 

Chairman  RANGEL.  The  Chair  recognizes  Mr.  Larson  of  Con- 
necticut for  5  minutes.  Strike  that,  I  am  sorry.  There  has  been 
some  changes  here  that  I  have  just  noticed.  Mrs.  Tubbs-Jones  for 
5  minutes. 

Mrs.  TUBES  JONES.  Mr.  Chairman,  thanks  very,  very  much. 
Director,  how  are  you? 
Mr.  PORTMAN.  I  am  fine. 

Mrs.  TUBES  JONES.  I  have  had  the  pleasure  of  working  with 
you  on  a  number  of  issues  as  it  affects  our  home  State  of  Ohio,  and 
I  hope  the  same  thing  we  have  worked  on,  those  issues  like  the  Un- 
derground Railroad,  et  cetera,  that  we  can  do  some  of  that.  I  am 
particularly  concerned  about  IDA  accounts.  For  the  past  6  years  in 
the  President's  budget,  there  was  included  in  the  IDA  accounts 
that  provided  opportunities  and  incentives  for  low-  and  middle- 
class  families  to  save  money,  and  those  dollars  were  matched  by  fi- 
nancial institutions  in  Ohio  and  across  the  country.  Can  you  tell 
me  why  you  have  not  included  those  accounts  in  this  year's  budget? 
Send  me  a  letter.  Tell  me  why. 

Mr.  PORTMAN.  Well,  when  we  looked  at  this  along  with  the 
other  credits  that  we  have,  including  the  savers  credit,  we  thought 
that  other  credits  would  be  more  effective.  But  I  will  get  back  to 
you  with  more  specifics  as  to  IDA.  It  is  not  something  that  frankly 
we — along  the  lines  of  what  will  Congress  take  up  or  not.  We  want 
to  make  sure  Congress  also  had  a  strong  interest  in  taking  this  up, 
but  I  will  get  back  to  you  with  more  details. 

Mrs.  TUBES  JONES.  I  would  appreciate  it,  because  it  goes  to  a 
different  level  of  saver  than  the  saver  credit  does.  This  actually 
gives  incentives;  it  is  a  dollar-per-dollar  match  for  low-income  fami- 
lies, and  it  has  had  great  success  in  a  lot  of  States. 
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The  other  area  that  I  wanted  to  focus  on,  and  I  may  not  say  this 
appropriately  as  some  of  my  colleagues  may  well  have  said  it,  but 
we  are  talking  about  what  happens  with  the  tax  in  outyears  and 
the  fact  that  there  is,  I  believe,  a  $300  million  amount  of  money 
that  we  ought  to  be  collecting  from  tax  resources  in  this  country. 
In  the  President's  budget,  he  only  talks  about  recouping  $30  mil- 
lion of  that  $300  million.  What  about  that  other  $270  million?  Why 
wouldn't  we  be  able  to  recoup  those  dollars? 

Mr.  PORTMAN.  That  is  a  great  question.  We  have  two  parts  of 
the  proposal.  One  is  to  increase  the  resources  at  IRS  both  in  terms 
of  enforcement,  but  also  taxpayer  service  and  technology,  because 
we  think  that  combination  will  help  on  compliance  to  bring  in  more 
money.  But  we  don't  show  any  savings  for  that  because  it  has  been 
the  tradition  of  0MB  and  also  the  Congressional  Budget  Office, 
since  it  is  uncertain,  not  to  show  savings  there. 

I  personally  believe  there  will  be  considerable  savings,  and  I  be- 
lieve, therefore,  our  budget  will  look  better  than  it  does  now,  be- 
cause I  think  by  putting  more  resources  against  the  problem,  we 
will  see  a  good  rate  of  return.  Some  say  it  is  4  or  5  times,  some 
say  it  is  up  to  10  times,  but  I  think  we  will  see  that.  It  is  just  not 
reflected  in  the  budget. 

I  am  happy  to  show  you  some  potential  scenarios  there  as  to  how 
that  might  work.  We  put  another  $401  million  in  the  IRS  for  this 
purpose.  Second,  we  have  some  tax  law  changes,  and  I  talked  about 
some  of  those  that  are  very  specific;  for  instance,  having  brokerage 
accounts  show  the  basis  of  the  stock  when  there  is  a  transaction. 
We  think  those  will  generate  some  $29  billion  in  additional  rev- 
enue. Those  are  just  based  on  the  tax  law  changes,  but  the  other 
changes  we  do  not  have  a  number  in  our  budget. 

Mrs.  TUBBS  JONES.  Clearly  you  recognize  that  $270  miUion— 
if  I  am  not  on  the  right  number  billion,  okay,  see,  billions,  millions, 
dollars  for  me.  $270  billion  could  well  be  used  by  communities 
across  this  country  in  health  care  and  other  areas  that  would  be 
useful  to  our  support. 

Lastly,  let  me  talk  again,  as  I  did  yesterday,  about  hospitals  and 
the  fact  that  there  is  going — as  a  result  of  Medicare  and  Medicaid 
changes,  some  $24  billion  to  hospitals  across  this  country;  $14 — for 
Medicaid,  $10 — for  Medicare,  and  the  changes  that  are  proposed  in 
the  budget.  Hospitals  can — for  many  people  without  any  health 
care  are  actually  the  only  resource  for  health  care.  What  are  you 
going  to  do  to  assure  that  we  don't  lose  hospitals  as  a  result  of 
those  significant  cuts  you  are  proposing  in  the  budget? 

Mr.  PORTMAN.  Yeah.  In  the  Medicaid  area,  I  am  not  sure  if  you 
are  referring  to  the  SCHIP  proposal.  It  does  provide  more  funding, 
as  we  discussed  earlier  with  Members  on  the  Democratic  side,  not 
viewed  adequate  funding.  We  do  provide  more  funding  there  with 
regard  to  Medicare. 

If  you  are  talking  about  the  provider  payment  side  of  it,  that  is 
the. 65  percent  reduction  in  the  otherwise  increase  in  the  market 
basket,  we  don't  think  that  will  have  that  detrimental  impact  on 
our  hospitals.  In  fact,  we  think  it  is  relatively  small  change  com- 
pared to  what  we  have  done  in  the  past  as  a  Congress,  and  that 
it  is  one  of  the  ways  in  which  we  have  got  to  reduce  that 
unsustainable  growth  in  our  entitlement  programs. 
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Mrs.  TUBES  JONES.  I  am  done,  Mr.  Chairman. 
Chairman  RANGEL.  The  Chair  at  this  time  would  hke  to  recog- 
nize my  colleague  and  friend  from  New  York  Mr.  Reynolds. 
Mr.  REYNOLDS.  I  thank  the  Chairman. 

Director  Portman,  welcome  back,  and  it  is  good  to  have  you  here, 
and  I  want  to  thank  you  for  your  longstanding  service  to  the  Com- 
mittee on  Ways  and  Means  when  you  served  in  this  honorable 
body.  I  want  you  to  know  we  are  in  the  spirit  of  bipartisanship 
here,  as  you  see  our  new  Chairman  Rangel  and  Ranking  Member 
McCrery,  and  we  certainly  know  you  recognize  that  as  you  have  of- 
fered us  bipartisanship,  as  Secretary  Paulson  did  yesterday,  in 
working  on  both  sides  of  the  aisle,  both  bodies,  to  construct  mean- 
ingful reform  and  direction  of  our  country. 

I  have  listened  to  my  colleagues  for  2  days  on  AMT,  and  there 
is  no  secret,  as  you  well  know,  I  authored  the  legislation  last  year 
for  a  1-year  extension  and  certainly  wanted  to  see  permanent  re- 
peal of  the  AMT.  I  could  get  into  the  history.  It  was  created  under 
a  Democratic  Congress;  it  was  unintended  and  happened.  I  could 
get  into  the  fact  that  we  have  annual  fixes,  but  it  continues  to  grow 
to  be  a  problem.  Some  of  my  problems  were  outlined,  Mr.  Emanuel 
yesterday  talked  about  not  having  the  consideration  of  if  we  repeal, 
we  are  still  taking  the  revenue,  and  your  projections  for  2012. 

One  thing  coming  from  New  York,  as  my  colleague  Chairman 
Rangel  knows,  when  you  were  Minority  Leader  of  the  assembly, 
you  are  in  the  minority.  Quite  frankly,  the  only  time  I  have  served 
in  the  Majority  is  in  the  United  States  House  of  Representatives 
for  the  last  8  years.  So,  I  have  immediately  transformed  back  to 
the  Minority,  and  what  that  has  taught  me  is,  first,  the  adminis- 
tration brings  forward  a  budget.  Some  Members  of  Congress,  Re- 
publican or  Democrat,  Senate  or  House,  will  say  it  is  dead  on  ar- 
rival. Others  will  say,  we  are  going  to  work  with  you.  Others  will 
look  to  see  what  is  your  plan. 

So,  we  have  seen  your  plan  on  AMT  in  its  1-year,  and  we  will 
now  figure  out  as — the  Majority  will  either  have  a  plan,  or  we  will 
adopt  your  plan,  or,  in  a  continuation  of  bipartisanship,  particu- 
larly as  Chairman  Rangel  and  Representative  McCrery  have  said, 
we  will  work  on  the  select  revenue  measures  Committee  to  develop 
more  of  a  direction  on  this.  We  might  be  able  to  work  in  a  bipar- 
tisan fashion,  executive  and  House  branch. 

So,  I  am  looking  forward  to  seeing  ideas  coming  from  my  Demo- 
crat and  Republican  colleagues,  how  we  take  the  big  nut  of  perma- 
nent solution,  but  I  laud  you  for  bringing  the  1-year  solution. 

But  in  an  area  that  Chairman  Rangel — he  may  not  have  said  it 
today — he  and  I  will  be  in  total  agreement  on,  solutions  with  hos- 
pitals. I  was  very  disappointed  to  see  in  this  budget  the  elimination 
of  indirect  medical  education  payments  for  certain  patients  and  an 
estimated  cost  to  New  York  hospitals  of  $1.2  billion  over  5  years. 
As  my  colleague  from  California  talked  about  the  conditions,  con- 
cerns he  had  in  California,  I  want  you  to  know  it  is  even  colder  and 
more  snow  in  New  York,  and  we  are  losing  those  doctors  to  Cali- 
fornia before  they  leave  to  go  elsewhere. 

So  when  we  look  at  further  budget  estimates,  it  eliminates  Med- 
icaid funding  for  GME,  or  graduate  medical  education,  with  a  pro- 
jected savings  of  $1.8  billion  over  5  years.  It  just  seems  grossly  in- 
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accurate,  given  that  it  is  far  less  than  the  amount  spent  by  New 
York  alone  on  GME.  So  in  all,  New  York  hospitals  and  health  sys- 
tems are  already — and  when  you  say  you  think  you  will  be  hearing 
from  hospitals,  I  promise  you  you  will  be  hearing  from  hospitals 
that  they  are  going  to  experience  $2.7  billion  in  Medicare  cuts  over 
the  next  5  years  if  the  President's  budget  moves  ahead  just  on  New 
York  hospitals. 

So,  I  am  looking  in  the  spirit  of  bipartisanship  as  we  are  going 
to  work  on  AMT,  that  we  come  together  to  figure  out  while  we  are 
looking  at  cost  containment  in  our  entitlements,  that  we  not  de- 
stroy one  of  the  greatest  States  of  producing  medical  doctors  and 
hospital  care  providing  and  the  impacts  of  $2.7  billion  on  Medicare 
cuts  over  5  years.  We  have  to  work  together,  executive  and  legisla- 
tive branch,  to  find  a  solution. 

As  you  know,  the  House  and  the  Senate  in  the  past,  regardless 
of  who  has  been  President,  has  advanced  solutions  to  not  have 
these  types  of  cuts.  We  just  need  to  work  together  to  get  these  solu- 
tions now,  because  New  York  and  across  the  States  will  not  be  able 
to  withstand  the  cut. 

Chairman  RANGEL.  Thank  you. 

Mr.  Blumenauer  will  be  recognized  for  5  minutes. 

Mr.  BLUMENAUER.  Thank  you,  Mr.  Chairman.  I  appreciated 
your  reference,  Mr.  Chairman,  to  the  bipartisan  train  coming  out 
of  the  station,  and  clearly  the  administration  has  enthusiasm  for 
your  leadership,  and  Mr.  Obey,  and  the  new  Democratic  Majority 
by  building  into  the  budget  the  achievement  of  a  1  percent  level  of 
increase  for  all  nondefense  discretionary  spending,  something  that 
the  Republican  Majority  has  been  unable  to  do  for  12  years  in 
power.  I  appreciate  the  vote  of  confidence,  but  I  think  it  is  likely 
one  of  the  areas  here  that  is  a  little  unrealistic. 

Mr.  PORTMAN.  The  last  3  years,  remember  the  last  3  years. 

Mr.  BLUMENAUER.  I  find  the  priorities  that  are  embedded  in 
this  budget  a  little  curious.  We  have  already  heard  a  reference  to 
the  disconnect  between  having  the  highest  priority  for  extending 
tax  breaks  that  trump  fixing  the  alternative  minimum  tax,  which 
used  to  be  a  millionaire's  tax,  has  already  morphed  into  a  lawyer 
and  doctor  and  lobbyist  tax,  leaving  the  CEOs  and  hedge  fund 
managers  alone.  Now,  under  your  budget,  after  the  1-year  patch 
will  be  a  new  tax  on  working  couples  with  children  who  are  not 
millionaires,  but  firefighters,  teachers  and  postal  workers. 

I  am  also  a  little  perplexed  as  I  listen  to  the  President  in  the 
State  of  the  Union,  and  I  have  listened  to  you  and  Secretary  Peter- 
son in  the  budget  talking  about  initiatives,  yet — dealing  with  en- 
ergy, yet  this  budget  undercuts  energy-efficient  items  dealing  with 
rail,  like  Amtrak,  mass  transit  new  starts,  significantly  underfunds 
the  new  start  provision  in  transit,  things  that  in  the  course  of  the 
next  2  or  3  years  would  dramatically  reduce  our  reliance  on  foreign 
oil.  Some  of  this,  I  think,  is  just  plain  wrong.  Putting  a  25  percent 
cut  for  public  broadcasting,  which  was  rejected  by  the  last  Con- 
gress 284  to  140,  and  then  putting  it  back  in  the  budget  I  find  trou- 
bling. 

I  have  two  questions,  though,  for  you,  Mr.  Director.  One,  it  is  en- 
couraging that  there  was  funding  for  the  Secure  Rural  Schools  Act, 
which  affects  not  just  Oregon,  but  4,500  schools  primarily  in  the 
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West,  but  rural  States  across  the  country.  But  the  funding  mecha- 
nism that  has  been  employed  is  something  that  was  already  re- 
jected by  Republicans  in  the  last  Congress,  selling  off  hundreds  of 
thousands  of  acres  of  public  land. 

My  first  question  is  if  there  is  a  commitment  on  the  part  of  the 
administration  to  work  with  us  to  try  and  find  some  realistic  offset 
to  keep  this  critical  program  in  place.  My  second  question,  dealing 
back  to  your  immediate  assignment  before  this  as  Trade  Represent- 
ative, dealing  in  the  international  arena,  I  appreciate  that  we  have 
the.7  percent  of  GDP  by  2015,  which  was  the  commitment  that  this 
administration  and  Congress  made  in  terms  of  our  international 
development,  but  we  are  still  at  the  bottom,  a  quarter  of  a  percent 
outspent  by  20  of  22  countries.  Is  it  still  the  policy  of  this  adminis- 
tration to  try  and  get  us  to  that.  7  percent?  Thank  you. 

Mr.  PORTMAN.  Thank  you,  Mr.  Blumenauer.  I  appreciate  your 
comments  on  all  these  issues. 

I  will  say  that  I  would  give  you  credit  not  just  for  this  year,  but 
for  the  last  3  years,  on  keeping  the  nonsecured  spending  at  roughly 
the  1  percent  level,  and  it  is  not  easy  because  there  are  lots  of  pri- 
orities, and  you  have  named  some  of  them.  But  you  all  have  been 
willing  to  prioritize,  as  you  did  this  year,  under  Democratic  

Mr.  BLUMENAUER.  With  the  collapse  of  our  budget  process  and 
having  to  move  ahead  with  the  CR,  which  neither  you  nor  we  think 
is  appropriate. 

Mr.  PORTMAN.  I  agree  with  you. 

Mr.  BLUMENAUER.  When  people  were  trying  to  actually  legis- 
late, they  didn't  get  close.  That  is  why  it  didn't  pass. 

Mr.  PORTMAN.  You  were  able  to  accomplish  that  and,  again,  in 
the  last  couple  of  years.  So,  on  your  issues  you  asked  me  to  com- 
ment on  specifically  -by  the  way,  I  would  like  to  talk  to  you  about 
our  energy  proposals.  I  think  they  are  very  exciting.  A  lot  are 
things  you  proposed  in  the  past  and  supported. 

Happy  to  talk  to  you  about  Amtrak,  although  this  is  adequate  to 
keep  Amtrak  moving  ahead  with  the  reforms  we  think  are  nec- 
essary. 

On  rural  schools,  you  indicate  we  are  doing  the  same  thing  we 
did  last  year.  It  is  different,  and  I  am  absolutely  committed  to 
working  with  you  and  others  who  care  about  this  to  try  to  find  the 
appropriate  offset,  which  is  your  question,  but  I  ask  you  to  look  at 
what  we  have  got  in  the  budget.  It  is  a  very  different  proposal  to 
last  year's.  It  was  in  response  to  concerns  you  raised  as  well  as 
your  colleagues.  House  and  Senate.  Remember  last  time  around  we 
did  not  have  this  provision  where  the  funding  would  go  half  back 
to  the  States  for  additional  acquisitions  of  more  environmentally 
important,  more  environmentally  sensitive  lands  rather  than  these 
isolated  tracts  of  land  that  are  already  in  the  process  of  being  sold, 
and  the  other  half  would  go  to  the  schools. 

So,  it  is  a  different  proposal  both  in  terms  of  the  amount  of  fund- 
ing involved,  which  is  now  $400  million  for  acquisition  of  national 
forestlands  and  $400  million  for  an  additional  4  years,  and  pay- 
ments to  rural  schools.  So,  it  is  a  changed,  and  I  would  love  to 
work  with  you  on  that.  I  would  be  happy  to  talk  to  you  about  the 
other  issues  when  you  get  a  chance. 

Chairman  RANGEL.  The  Chair  recognizes  Mr.  Pascrell. 
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Mr.  PASCRELL.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  don't  know  what  the  dumbest  part  of  this  budg- 
et is,  but  when  I  looked  at  what  you  have  done  to  the  COPS  pro- 
gram and  what  you  have  tried  to  do  to  the  Fire  Act,  this  is  des- 
picable. This  administration  talks  out  of  both  sides  of  its  mouth.  It 
is  absolutely  schizoid. 

I  want  to  talk  about  two  issues,  though,  today.  One  is  you  tout 
the  fact  that  you  haven't  raised  taxes  in  this  budget.  You  said  it; 
Mr.  Paulson  said  it  yesterday.  There  are  some  areas  of  the  budget 
that  will  impact  on  the  pocketbooks  of  Americans.  Let's  go  right  to 
it. 

I  am  not  talking  about  the  AMT  here,  but  instead  about  the 
drastic  rise  in  user  fees  charged  to  the  public.  That  is  a  tax.  I  don't 
care  what  you  call  it,  how  you  call  it,  how  you  camouflage  it,  it  is 
there  in  this  budget;  $43.2  billion  in  user  charges  from  what  actu- 
ally was  charged  in  2006  to  what  you  estimate  will  be  charged  in 
2008.  Why  don't  you  consider  that  a  tax  and  an  increase  to  the  tax? 
Why  don't  you  do  that? 

Mr.  PORTMAN.  That  is  a  good  question.  I  hope  you  didn't  read 
me  to  say  there  are  no  tax  increases  anywhere  in  this  budget. 

Mr.  PASCRELL.  We  just  heard  that  yesterday. 

Mr.  PORTMAN.  There  are  lots  of  tax  increases  and  tax  de- 
creases. 

Mr.  PASCRELL.  Mr.  Chairman,  did  I  mishear  yesterday? 

Mr.  PORTMAN.  The  net  effect  is  substantial  tax  rehef.  But  you 
are  right,  there  are  provisions  that  take  taxes  up  for  users  of  par- 
ticular government  services,  and  then  there  are  other  taxes  that  go 
down.  The  net  effect  is  substantial  tax  relief,  but  I  would  love  to 
know  which  user  fees  you  are  most  concerned  about. 

Mr.  PASCRELL.  I  am  talking  about  increasing  fees  to  veterans, 
food  safety  inspection,  enrolling  in  Medicare,  in  medical  care,  addi- 
tional recreational  fees,  et  cetera,  et  cetera,  et  cetera. 

Mr.  PORTMAN.  Well,  I  think— I  am  happy  to  answer  each  of 
those  in  time.  We  think  they  are  a  good  policy  on  food  safety  in- 
spection. We  think  it  is  critical. 

Mr.  PASCRELL.  Thank  you.  Let  me  ask  the  second  

Mr.  PORTMAN.  It  is  money  that  goes  right  back  to  the  services 
that  they  receive. 

Mr.  PASCRELL.  They  are  tax  increases.  The  Trade  Adjustment 
Assistance  Act — and  you  were  very  active  in  terms  of — as  our 
Trade  Representative.  When  you  look  at  this  budget,  I'm  sorry  we 
don't  have  more  time  to  talk  about  it,  there  is  a  backlog  of  firms 
that  are  qualified  for  a  TAA,  trade  adjustment.  Unfortunately  that 
is  after  the  fact.  These  are  the  folks  that  get  laid  off  because  of 
trade  policies. 

We  need  to  do  something  about  keeping  people  in  their  job,  but 
I  will  go  after  the  fact  and  talk  about  the  TAA.  Why  doesn't  the 
administration  include  an  allocation  for  roughly  $18  million  which 
is  needed  to  eliminate  the  backlog  of  qualified  firms?  We  are  not 
talking  about  charity.  We  are  talking  about  firms  that  are  qualified 
under  the  law,  approved  for  assistance,  that  are  sadly  unable  to 
take  advantage  of  this  program  due  to  the  lack  of  funds.  Several 
States,  such  as  Michigan,  who  has  been  hard  hit  in  recent  years 
by  layers  of  closures,  they  have  exhausted  their  trading  funds. 
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There  is  no  trading  money.  There  are  losers  in  here  and  no  gainers. 
When  the  President  said  in  Freedom  Hall  last  month  that  this  is 
a  different  day,  we  realize  that  certain  people  participated  in  the 
great  productivity  and  the  great  successes  of  this  country,  he  was 
right.  It  took  him  6  years  to  find  it  out,  and  he  has  done  nothing 
about  that  in  his  budget,  and  here  is  one  specific  area  that  you  are 
the  expert  in.  Tell  me  why  that  hasn't  happened. 

Mr.  PORTMAN.  Well,  as  you  know.  Trade  Adjustment  Assist- 
ance comes  up  for  reauthorization  this  year,  and  we  do  provide  sig- 
nificant funding  above  what  we  have  provided  in  the  past.  One  of 
my  concerns  about  TAA,  and  I  think  you  share  this,  is  the  eligi- 
bility requirements  are  such  that  a  lot  of  workers  who  probably 
should  be  able  to  qualify  for  help  do  not  find  themselves  eligible 
partly  because  of  the  complexity  of  the  application  process  and  the 
eligibility  requirements  for  firms. 

So,  I  am  eager  to  work  with  you — Department  of  Labor  is  going 
to  take  the  lead,  not  0MB — but  to  try  to  come  up  with  a  TAA  that 
works  better  for  those  workers  who  are  affected  particularly  by 
trade.  The  causal  link  is  very  difficult  to  show  in  many  cases. 

Mr.  PASCRELL.  Mr.  Director,  I  am  not  a  protectionist  by  any 
stretch,  but  I  want  to  talk  about  the  two  aspects  hopefully  at  an- 
other time,  how  we  can  stop  the  hemorrhaging  of  American  jobs 
and,  number  two,  how  we  can  help  those  people  who  have  lost  their 
jobs. 

Mr.  PASCRELL.  My  final  point  is  this:  David  Walker,  who  is  the 
comptroller  general  as  you  know,  GAO,  he  is  not  bothered  by  the 
politics  of  who  is  elected  or  not  elected.  He  said  we  are  facing  an 
economic  disaster.  He  said  that  during  the  election,  brave  soul  that 
he  is,  last  year,  and  he  said  the  reason  why  we  are  facing  this  dis- 
aster is  because  of  a  reckless  borrowing  of  money  from  lenders  such 
as  China,  Japan  and  OPEC  countries  who  operate  our  government. 
Do  you  agree  with  that. 

Mr.  PORTMAN.  I  think  what  Mr.  Walker  has  talked  about  is  ex- 
tremely important.  His  focus  as  you  know  is  on  the  unfunded  obli- 
gation and  entitlement  programs,  and  I  agree  with  him  on  what  we 
have  to  do  in  the  future.  Our  debt  is  down  now,  lower  than  it  was. 

Chairman  RANGEL.  Chair  recognizes  Mr.  Ryan. 

Mr.  RYAN.  I  thank  the  Chair  for  yielding.  I  had  a  chart  I  wanted 
to  bring  up  to  help  me  ask  some  questions,  but  first  we  have  been 
talking  about,  you  know,  0MB,  CBO  which  is  the  best  revenue  es- 
timates, I  think  it  is  important  to  note  for  the  Committee  to  take 
a  look  at  the  track  record  of  both  0MB  and  CBO  and  see  where 
they  were  with  respect  to  measuring  revenues. 

Both  0MB  and  CBO  have  underestimated  the  kinds  of  revenues 
that  have  been  coming  in  so  when  you  take  a  look  at  the  difference 
in  revenue  projections  in  this  budget  they  are  all  very  similar  but 
more  importantly  they  both  have  in  common  the  fact  that  they  un- 
derestimated revenues.  But  more  to  the  point  of  these  tax  cuts.  We 
have  been  hearing,  2  days  of  hearings,  talking  about  the  need  to 
balance  the  budget.  I  think  you  are  hearing  both  Democrats  and 
Republicans  saying  we  have  got  to  balance  the  budget.  The  ques- 
tion is  how  we  balance  the  budget.  Administration  chose  to  give  us 
a  budget  plan  that  balances  the  budget  without  raising  taxes.  I 
agree  with  that.  Many  others  are  going  propose  alternatives.  Given 
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the  fact  that  this  Committee  authored  the  2001  and  2003  tax  cuts, 
I  think  it  is  important  to  review  just  what  those  tax  cuts  achieved, 
what  are  the  results. 

When  the  tax  cuts  started  in  the  year  2003,  when  they  kicked 
in  unemployment  was  6.4  percent,  now  it  is  4.6  percent.  Take  a 
look  at  this  chart.  Pre  tax  cuts,  we  were  losing  91,000  jobs  a  month 
for  the  2  years  before  the  tax  cuts.  Since  the  tax  cuts,  we  have  been 
averaging  169,000  new  jobs  per  month  for  a  total  of  7.4  million  new 
jobs. 

Take  a  look  at  business  investment.  We  were  losing  business  in- 
vestment to  the  tune  of  seeing  it  shrink  5.9  percent  a  quarter  for 
the  eight  quarters  preceding  the  tax  cuts.  When  we  passed  the  tax 
cuts  business  investment  has  increased  on  average  6.9  percent  per 
quarter. 

Take  a  look  at  revenues.  When  we  were  passing  the  tax  cuts 
here,  and  Mr.  Portman,  you  were  a  member  of  this  Committee  at 
the  time,  all  the  budget  estimators  told  us,  yes,  you  can  pass  these 
tax  cuts,  but  it  is  probably  going  to  drive  up  the  deficit  and  lose 
revenue. 

Well  what  happened?  Revenue  increased.  Revenue  surged  after 
those  tax  cuts  at  those  lower  taix  revenues.  Take  a  look  at  what  it 
did  to  the  economy,  8  quarters  prior  to  the  tax  cuts  the  economy 
grew  at  1.1  percent  and  since  these  tax  cuts  the  economy  has  aver- 
aged 3.6  percent  economic  growth. 

The  last  final  point  I  want  to  make  is,  even  if  we  take  the  sug- 
gestions we  have  been  hearing  from  some  on  the  other  side  of  the 
aisle  and  we  let  all  of  the  tax  cuts  expire,  we  do  nothing  for  the 
alternative  minimum  tax,  and  we  let  all  those  tax  cuts  expire,  raise 
income  tax  rates  across  the  board,  get  rid  of  the  child  taix  credit, 
bring  the  marriage  penalty  back,  raise  taxes  on  dividends,  capital 
gains,  if  we  do  all  those  things,  that  is  the  red  line  here.  The  black 
line,  the  lower  line  here  is  the  revenue  that  will  come  into  this  gov- 
ernment as  measured  by  the  Congressional  Budget  Office  if  we  ex- 
tend the  tax  cuts,  the  red  line  is  the  revenues  that  will  come  into 
the  Treasury  if  we  let  all  of  the  tax  cuts  go  away  and  allow  this 
alternative  minimum  tax  to  kick  in. 

The  point  is  take  a  look  at  the  green  line.  The  green  line  is  the 
spending  trajectory  this  country  is  on.  Even  if  we  raise  taxes  across 
the  board  as  much  as  we  want  to,  they  will  do  nothing  to  fix  the 
spending  problem  in  this  country.  By  the  year  2040,  when  my  chil- 
dren are  my  age,  3  programs.  Medicare,  Social  Security  which  are 
in  this  Committee's  jurisdiction  and  Medicaid  will  consume  20  per- 
cent of  our  economy,  which  is  exactly  the  size  of  the  government 
today. 

So,  my  question  is  this,  should  we  balance  the  budget  with  a 
higher  level  of  taxing  and  spending,  or  should  we  balance  the  budg- 
et at  a  lower  level  of  taxing  and  spending?  Clearly,  the  administra- 
tion seems  like  you  have  chosen  the  lower  level,  and  I  want  to  ask 
the  question  in  the  context  of  this  in  the  context  of  globalization, 
in  the  context  of  the  fact  that  we  had  to  be  internationally  competi- 
tive, in  the  context  that  we  are  now  in  a  global  competitive  market- 
place with  the  likes  of  China  and  India,  unlike  we  have  ever  seen 
before,  and  is  it  healthy  for  us  to  tax  our  way  out  of  this  problem, 
to  try  and  bring  our  revenue  line  up  to  that  spending  line  and  will 
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that  allow  us  to  enjoy  higher  standards  of  living  and  global  com- 
petitiveness, or  should  we  put  the  focus  on  spending? 

For  my  money,  we  don't  have  a  revenue  problem  here  in  Wash- 
ington. We  have  a  spending  problem  in  Washington.  Mr.  Portman, 
I  jbasically  want  to  ask  you  if  you  can  weigh  in  on  this,  why  did 
you  choose  to  give  us  a  balanced  budget  that  focuses  on  spending 
rather  than  raising  taxes? 

Mr.  PORTMAN.  Well,  Mr.  Ryan,  I  think  you  have  done  a  great 
job  of  outlining  the  problem  and  you  are  right.  We  are  not 
undertaxed  by  any  historical  measure.  One  thing  that  is  interesting 
on  your  chart  is  that  the  18.3  percent,  which  is  our  40-year  histor- 
ical average  is  below,  of  course,  that  20  percent  line,  and  therefore 
under  your  chart,  very  soon  we  get  above  not  just  the  historical 
level,  but  above  20  percent  under  current  revenues,  and  this  is 
whether  the  tax  cuts  are  extended  or  not. 

So,  you  know,  we  are  not  undertaxed.  We  do  have  a  spending 
problem,  and  I  think  we  can  address  it.  I  honestly  believe  that  1 
percent  growth  in  nonsecurity  side,  allowing  for  some  more  growth 
on  the  security  side  and  taking  small  steps  now,  very  small  steps, 
we  have  heard  today  how  it  is  going  to  be  politically  difficult,  but 
small  steps  that  are  responsible  on  the  mandatory  side,  can  get  us 
into  balance.  We  have  the  ability  to  do  this  on  a  bipartisan  basis, 
over  the  5-year  period,  10-year  period,  which  positions  us  better  for 
the  huge  spike  in  spending  which  is  the  unsustainable  growth  we 
see  in  what  is  now  over  half  the  budget. 

So,  I  think  you  are  absolutely  right.  I  think  the  question  is 
whether  we  have  the  political  will  to  take  this  on. 

Mr.  RYAN.  How  much  of  this  unfunded  liability  do  you  project 
your  savings  will  wipe  out? 

Mr.  PORTMAN.  Under,  again,  relatively  the  modest  proposals 
we  have  as  compared  to  what  we  have  done  in  the  past,  it  would 
be  about  a  25  percent  reduction  in  the  unfunded  obligation  of  Medi- 
care over  the  75-year  period. 

Chairman  RANGEL.  Mr.  Davis  of  Alabama  is  recognized  for  5 
minutes. 

Mr.  DAVIS.  Thank  you,  Mr.  Chairman.  Mr.  Portman,  during  the 
4  years  I  have  been  in  Congress,  I  think  I  have  heard  over  and 
over  again  from  the  administration  how  critical  the  tax  cuts  are  to 
sustain  economic  growth.  As  you  know,  that  is  not  necessarily  an 
opinion  shared  on  my  side  of  the  dais,  but  it  has  been  the  adminis- 
tration's constant  refrain. 

I  have  heard  a  number  of  estimates  on  what  the  impact  of 
growth  would  be  if  the  Bush  up  marginal  tax  rate  cuts  were  not 
sustained.  So,  one  quick  question.  What  will  the  estimated  impact 
be  on  economic  growth  if  we  don't  fix  the  rising  liability  on  the 
AMT  side? 

Mr.  PORTMAN.  Good  question.  I  don't  have  a  precise  answer  for 
you.  I  will  say  that  one  of  the  things  that  affects  economic  growth, 
as  you  know,  when  we  deal  with  the  individual  tax  system  that  is 
sometimes  ignored,  is  the  fact  that  most  small  businesses,  includ- 
ing those  in  your  district  and  my  hometown,  pay  their  taxes 
through  the  individual  system. 

So,  for  instance,  75  percent  of  those  tax  returns  in  the  top  2 
brackets  include  business  income.  What  is  that?  That  is  90  percent 
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of  small  businesses,  subchapter  S  companies,  limited  liability  com- 
panies, sole  proprietors,  partnerships  and  so  on.  So,  anything, 
whether  it  is  AMT  or  the  individual  marginal  rates,  does  not  just 
affect  individuals.  It  also  is  going  to  affect  the  very  businesses  that 
are  creating  most  of  the  jobs  in  this  country  

Mr.  DAVIS.  Since  my  time  is  limited,  let  me  move  on,  but  I 
would  simply  ask  the  Chair:  Mr.  Chairman,  I  think  this  is  a  sub- 
ject worthy  of  inquiry.  We  have  heard  a  lot  of  talk  from  the  admin- 
istration about  what  would  happen  if  the  income  tax  cuts  weren't 
sustained.  Mr.  Emanuel  and  a  number  of  others  raised  the  point 
that  past  next  year,  the  administration's  budget  assumes  that  we 
won't  fix  the  rising  AMT  liability,  if  23  to  33  million  Americans  are 
affected  and  their  tax  burden  goes  up,  we  have  to  assume  it  would 
have  a  huge  impact  on  economic  growth.  I  would  like  to  hear  more 
specificity  from  the  administration  on  that  point. 

My  next  line  of  questions  is  this.  Since  2002,  Mr.  Portman,  all 
of  the  numbers  that  we  have  seen  indicate  that  we  have  had  rising 
levels  of  income  inequality.  Some  data  would  put  us  64th  in  the 
world  in  terms  of  level  of  income  inequality  post  2002.  The  trends 
continue  to  rise. 

Now  I  don't  expect  you  to  agree  with  my  side  of  the  aisle,  the 
Bush  administration's  spending  and  tax  and  budget  policies  have 
contributed  to  this  gap.  I  don't  expect  you  to  agree  with  us  on  that. 
But  you  would  obviously  have  to  agree  they  haven't  fixed  it  either. 
So,  given  that  the  Bush  policies  have  not  reduced  the  rising  in- 
equality in  the  last  several  years,  doesn't  it  follow  that  we  need  a 
new  approach? 

Mr.  PORTMAN.  Well,  again,  it  is  a  fundamental  question,  as  I 
am  sure  Hank  Paulson  told  you  yesterday,  because  he  has  looked 
at  this,  this  is  not  a  new  phenomenon,  it  has  been  happening  for 
several  decades.  We  have  seen  some  good  news  recently  as  you 
know,  and  that  is  that  wages,  that  is  hourly  wages  are  now  rising 
after  inflation  so  you  have  real  wage  growth.  We  have  seen  it  in 
this  part  of  the  recovery  sooner  than  we  saw  it  in  the  last  recovery. 

So,  in  the  late  nineties  when  we  began  to  see  productivity  in- 
creasing and  GDP  increasing  and  employment  increasing,  we  saw 
wage  growth  also,  but  it  takes  a  while.  It  tends  to  follow  GDP 
growth  and  productivity  growth.  We  are  seeing  it  sooner  in  this  re- 
covery than  we  did  in  the  last  recovery.  It  has  been  talked  about 
earlier  today.  That  certainly  will  help. 

Second  is  this  budget  does  invest  more  in  American  competitive- 
ness initiative,  which  I  know  you  have  been  involved  with.  That  is 
part  of  what  we  need  to  do  to  make  our  economy  more  competitive 
to  be  sure  we  have  skills  out  there  and  then  education. 

Mr.  DAVIS.  Cuts  job  training  programs  though  and  as  a  number 
of  my  colleagues  have  pointed  out  it  makes  cuts  to  educational  pro- 
grams not  all  but  some  of  them  

Mr.  PORTMAN.  Almost  a  billion  dollars  more  for  K  through  12. 

Mr.  DAVIS.  It  does  eliminate  the  Perkins  grants  all  together. 
Those  are  important  in  my  district  as  far  as  junior  colleges  go  

Mr.  PORTMAN.  An  increase  of  40  percent. 

Mr.  DAVIS.  The  broad  point  that  I  would  make  because  I  know 
that  my  time  is  about  to  begin  to  run  short,  it  is  very  clear  to  me, 
I  think  it  is  clear  to  a  number  of  people  on  both  sides  of  the  aisle 
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that  the  level  of  inequality  is  rising,  and  the  President  is  correct 
to  say  it  is  a  serious  problem. 

What  we  want  to  hear  from  the  President  is  what  he  intends  to 
do  about  it.  His  budget  doesn't  speak  to  these  issues.  You  can't  cut 
education  spending  and  cut  workforce  development  spending  in  my 
opinion  and  say  you  are  serious  about  combating  the  problem  of 
rising  inequality  when  the  heart  of  that  problem  is  a  gap  between 
skilled  and  unskilled  workers. 

Mr.  Chairman,  I  yield  back  the  balance  of  my  time. 

Mr.  PORTMAN.  You  make  an  excellent  point  and  look  at  the 
budget  as  to  where  we  target  those  resources.  I  also  refer  you  to 
Chairman  Bernanke's  comments  yesterday  on  this  very  issue.  I 
thought  they  were  enlightening. 

Mr.  DAVIS.  We  are  simply  waiting  for  a  solution. 

Chairman  RANGEL.  Chair  recognizes  Mr.  Larson  of  Connecticut 
for  5  minutes. 

Mr.  LARSON.  Thank  you,  Mr.  Chairman  and  thank  you  Mr. 
Portman  for  your  distinguished  service  to  the  country.  We  deeply 
appreciate  it  and  always  a  pleasure  to  have  you  back  in  front  of 
the  Committee.  Just  very  rapidly,  following  up  on  a  point  that  Mr. 
Davis  made,  especially  as  it  relates  to  education,  it  seems,  and  I 
have  to  give  credit  to  Steny  Hoyer  because  he  said  it  seems  as 
though  we  are  robbing  from  Perkins  to  pay  for  Pell  in  the  budget 
process. 

I  would  like  you  to  comment  on  that. 

Further  along  a  lot  of  the  questioning  that  is  taking  place  as  re- 
lates to  the  AMT  and  the  assumptions  that  are  made  that  appears 
that  the  American  taxpayer  ought  to  brace  themselves  for  a  major 
tax  increase  based  on  the  assumptions  that  the  budget  puts  for- 
ward. 

Last  and  again,  let  me  commend  Mr.  Ryan  for  his  charts.  I  don't 
have  charts.  But  I  do  have  something  called  Augie  and  Ray's  test. 
It  is  a  local  diner  in  east  Hartford  not  much  different  than  east 
Harlem,  I  would  add,  but  it  is  essentially  a  lot  of  people  there  feel 
that  the  basic  compact  between  government  and  the  governed  is 
broken.  They  don't  see  how  tax  cuts  pay  for  the  47  million  people 
that  don't  have  any  health  insurance.  They  don't  see  how  tax  cuts 
pay  for  the  education  of  their  children.  They  see  incremental  steps 
and  they  don't  understand  in  this  era  of  globalization  as  their  jobs 
get  outsourced  and  we  lose  our  manufacturing  base,  they  don't  see 
how  tax  cuts  that  favor  corporations  to  leave  provides  them  with 
the  job  opportunity  here  at  home. 

Fundamental  question,  are  the  people  at  Angle's  right  about  this, 
that  is  our  fundamental  compact  with  the  people  in  order  to  pro- 
vide and  create  a  more  perfect  union,  is  that  broken?  If  we  are 
going  to  create  and  move  forward  in  a  bipartisan  basis,  perhaps  we 
need  a  Gordian  Knot  approach,  where  we  cut  through  everything 
and  start  talking  about  the  fundamental  needs  of  our  people  again. 

Mr.  PORTMAN.  Well,  I  appreciate  the  question,  and  in  fact,  you 
give  me  a  chance  to  respond  to  a  general  question,  the  folks  at 
Augie's,  I  am  sure,  have  taken  advantage  of  some  of  the  tax  relief 
you  are  talking  about,  including  the  child  tax  credit  which,  as  you 
know,  is  refundable,  meaning  that  even  if  you  don't  have  income 
tax  liability,  you  can  still  take  advantage  of  it.  I  assume  a  number 
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of  them  are  married  and  they  are  happy  to  have  the  marriage  pen- 
alty relief  that  you  helped  enact,  so  a  number  of  them  may  even 
fall  into  that  10  percent  bracket,  and  therefore  some  of  them  don't 
have  Federal  income  tax  liability,  some  of  them,  the  4  or  5  million 

Americans  that  no  longer  have  Federal  income  tax  liability  

Mr.  LARSON.  Would  you  agree  these  are  the  incremental  death 
by  a  thousand  slices,  or  perhaps  you  would  say  hope  by  a  thousand 
slices. 

Mr.  PORTMAN.  As  you  know,  1,500  bucks  a  year,  if  you  have 
a  few  kids  that  is  real  money,  but  look  at  the  budget  on  health  in- 
surance. You  mentioned  that  as  one  of  the  concerns.  You  also  men- 
tion education.  This  administration  has  spent  more  Federal  dollars 
on  K  through  12  than  any  other  administration  in  history,  of 
course,  with  the  Congress. 

This  year,  again,  we  have  a  billion  dollar  increase  in  education, 
if  you  take  your  CR,  which  increased  that  money  more,  it  is  $700 
million  more  than  the  CR.  Pell  grants,  as  you  know  

Mr.  LARSON.  47  million  people  without  any  coverage  whatso- 
ever and  they  end  up  in  our  hospitals  and  

Mr.  PORTMAN.  One  of  the  problems  that  we  have  identified  in 
the  budget  this  year  which  begins  a  debate  is,  you  know,  how  do 
you  give  those  folks  who  work  for  small  businesses  in  your  district 
some  of  the  same  tax  advantages  that  you  give  somebody  who 
works  for  a  company  that  does  offer  health  care,  and  that  is  the 
idea  of  this  exclusion.  You  know,  we  say  it  will  cover  about  5  mil- 
lion of  those  uninsured  

Mr.  LARSON.  But  isn't  that  like  what  you  are  doing  with  Per- 
kins and  Pell  aren't  we  just  shifting  responsibility  

Mr.  PORTMAN.  I  don't  think  so  because  I  think  the  $15,000  cap 
makes  sense.  You  know,  it  is  part  of  what  we  talked  about  earlier 
which  is  how  do  we  get  health  care  costs  down  and  one  of  the  ways 
you  do  it,  the  way  you  do  it  you  don't  encourage  with  the  Federal 
subsidy  unlimited  costs  and  plans. 

For  the  businesses  in  your  district,  it  is  no  different.  They  will 
still  get  the  deduction  they  get  now,  but  it  does  begin  to  offer  some 
of  those  folks  at  the  diner  who  might  not  have  coverage  the  oppor- 
tunity for  them  to  get  their  own  individual  coverage.  So  there  are 
other  ideas  out  there.  Part  of  this  compact  between  the  government 
and  its  citizens  is  coming  up  with  sensible  approaches  on  things 
like  health  care  education  you  see  here. 

Then  the  tax  relief,  again,  I  would  guess  a  lot  of  those  folks  are 
happy  to  be  sure  that  tax  relief  is  going  to  continue. 

Mr.  LARSON.  Well,  I  never  met  anybody  who  didn't  like  a  tax 
cut,  but  in  talking  to  those  people,  the  disparity  between  the  coun- 
try that  is  doing  well  and  the  part  of  the  country  that  is  not  seems 
to  me  that  there  is  a  disconnect  that  isn't  going  to  be  mended  to- 
gether through  tax  policy,  but  a  more  comprehensive  approach  by 
the  country  of  which  tax  policy  would  be  an  important  part  of. 

Has  the  President  abandoned  the  whole  tax  reform  initiative?  Is 
that  caput,  morte,  is  that  done  or  are  they  going  to  revisit  that? 

Mr.  PORTMAN.  No,  and  as  I  mentioned  earlier,  we  do  not  think 
that  the  AMT  is  good  policy  and  we  think  it  ought  to  be  reformed, 
and  so  one  of  the  things  that  we  have  said  is  it  will  inevitably  have 
to  be  done  as  part  of  larger  tax  reform,  partly  because  it  interacts 
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with  so  many  other  parts  of  the  Code,  as  you  know,  as  a  member 
of  this  Committee,  it  is  intertwined  with  so  many  other  parts  of  the 
individual  income  tax  system,  preferences,  and  so  on. 

That  is  an  opportunity  for  us.  We  have  some  time  to  work  on  it. 
If  we  put  a  patch  in  place  this  year  which  we  encourage,  just  so 
to  be  sure,  those  folks  know  who  otherwise  would  get  hit  by  AMT, 
they  are  going  to  be  okay.  Then  let's  put  our  minds  to  it  and  come 
up  with  a  better  way  to  raise  that  revenue.  I  think  that  is  a  right 
approach. 

Mr.  LARSON.  I  will  tell  the  people  at  Augie's  you're  looking  out 
for  them. 

Mr.  PORTMAN.  Thanks,  appreciate  that. 

Chairman  RANGEL.  Mr.  Crowley  of  New  York  is  recognized  for 
5  minutes. 

Mr.  CROWLEY.  Thank  you,  Mr.  Chairman,  I  don't  think  I  will 
use  all  5,  but  thank  you  very  much.  Unlike,  what  usually  takes 
place  at  Committee  hearings  people  ask  a  question  and  then  leave, 
I  was  in  the  back  waiting  for  my  opportunity  to  ask  the  question 
to  go  back  to  the  Committee  and  do  so.  So,  I  thank  my  good  friend 
and  the  Chairman  of  this  Committee  for  allowing  me  to  have  this 
opportunity  to  welcome  you,  Director  Portman,  and  as  I  said  to  you 
at  a  previous  meeting,  you  have  had  so  many  titles  in  the  past  cou- 
ple years  we  don't  know  what  to  talk  you  call  you  anymore,  Ambas- 
sador, director  Congressman,  et  cetera. 

Mr.  PORTMAN.  I  can't  keep  a  job. 

Mr.  CROWLEY.  Can't  keep  a  job.  But  the  one  thing  we  can  all 
say  is  welcome  back  to  a  friend  as  someone  who  is  both  Democrat 
and  Republican,  I  think  I  can  say  we  have  all  had  a  positive  experi- 
ence in  knowing  you. 

Now,  I  have  already  been  made  my  endorsement  for  President  of 
the  United  States,  but  Mr.  Portman,  are  you  indeed  running  for 
President  in  2008? 

Don't  answer  that  question.  I  have  here  a  chart  in  front  of  me, 
though,  that  I  find  very  disturbing.  I'm  sure  you  are  familiar  with 
it  as  well.  It  is  the  personal  savings  as  a  percentage  of  disposal  per- 
sonal income  selected  years  1950  to  2005. 

From  there  you  really  can't  see  it,  but,  we  can  see  here  where 
there  was  a  considerable  amount  of  savings,  a  percent  roughly  to 
10  all  the  way  up  to  almost  a  high  of  12  percent  roughly  in  the 
mid,  early  eighties.  But  there  has  been  a  precipitous  drop  ever 
since  then.  Now  for  the  second  year  in  a  row,  2004,  2005,  we  are 
actually  below  the  line.  There  is  a  negative  savings  that  is  going 
on  here  in  the  country  today. 

After  many,  many  years  of  incentives,  of  programs  that  were 
supposed  to  incentivize  savings  and  getting  our  Nation  saving 
again,  but  we  haven't  seen  these  types  of  numbers  since  the  Great 
Depression,  and  I  think  it  has  concern  across  the  political  board  as 
well  as  I  think  if  Americans  aren't  concerned  we  ought  to  be  more 
concerned  about  this. 

I,  for  one,  think  it  may  be  more  reflective  of  the  fact  that  people 
are  living  on  more  and  more  limited  means,  and  therefore,  they 
don't  have  the  ability  to  save  what  they  used  to,  in  fact,  are  putting 
themselves  further  and  further  in  debt.  But  this  administration 
continues  to  advance  proposals  through  its  budget  but  through 
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other  ways  as  well  to  encourage  savings  whether  it  is  for  retire- 
ment, for  college  savings,  and  now  through  health  savings  accounts 
for  medical  care.  But  the  data  shows  that  these  savings  incentives 
don't  appear  to  be  really  working.  Those  who  are  saving  through 
those  accounts  are  those  individuals  who  generally  would  save  any 
way  are  taking  advantage  of  a  system  that  affords  even  a  better 
opportunity  for  savings.  But  they  would  tend  to  do  it  an5rway. 

Those  who  need  to  save  for  the  future  but  have  fewer  assets  or 
have  less  of  an  ability  to  do  so  are  not  taking  advantage  or  not  tak- 
ing as  much  advantage  of  those  programs. 

Now  while  it  makes  sense  that  those  with  more  income  can  save 
more,  I  believe  that  we  need  to  develop  proposals  to  turn  around 
the  negative  savings  rate  in  the  U.S.  and  encourage  savings,  espe- 
cially amongst  younger  Americans. 

In  your  view,  have  the  savings  incentives  in  the  Tax  Code  helped 
foster  individual  savings  among  all  the  targeted  economic  groups? 
What  other  steps  should  we  take  to  address  these  savings  problems 
in  the  country  today? 

Mr.  PORTMAN.  It  is  an  excellent  question,  and  as  you  know,  I 
worked  a  lot  on  that  when  I  was  in  Congress  before  you  got  on  this 
Committee,  Ben  Cardin  and  I  used  to  bore  this  Committee  with 
401(k)  and  IRA  and  savers'  credits  and  all  these  proposals.  We 
have  done  some  things.  I  commend  the  Congress  with  what  we 
passed  last  year  in  that  regard  as  part  of  the  Pension  Reform  Act, 
because  it  did  increase  opportunities  for  savings,  including  match- 
ing savings  for  low  income  Americans  similar  to  what  Mrs.  Tubbs 
Jones  talked  about. 

You  are  right.  Our  savings  rate  is  stiU  abysmal.  It  concerns  me. 
But  I  will  tell  that  you  how  we  measure  savings  does  not  include 
capital  gains,  those  increases  people  have  in  the  stock  market,  and 
as  you  know,  markets  hit  record  highs  recently  so  people  are  feel- 
ing wealthier,  even  if  they  don't  have  personal  savings  because 
they  have  the  gains  in  the  market,  nor  does  it  include  savings  in 
their  homes,  which  until  a  year  or  so  ago,  was  a  substantial  in- 
crease year  to  year  and  even  today  in  most  parts  of  the  country, 
home  values  are  still  relatively  high  compared  to  what  they  were 
even  a  few  years  ago. 

So,  some  economists  are  saying,  gee  let's  get  away  from  this  per- 
sonal savings  measurement  that  you  showed  and  let's  go  to  some- 
thing that  shows  household  assets,  which  would  include  your 
stocks  and  your  home,  which  are  not  included  in  that.  Even  so,  I 
agree  with  you.  I  think  it  is  a  problem,  particularly  because  of  the 
baby  boom  generation  retiring  without  adequate  retirement  savings 
because  Social  Security  was  not  meant  to  be  your  sole  source  of  re- 
tirement benefits.  It  is  for  about  25  percent  of  Americans,  but  it 
should  be  supplemented.  So  if  you  don't  have  savings  generally, 
and  specifically  401(k)  or  IRA  retirement  savings,  but  even  savings 
generally,  as  people  are  living  longer,  longer  more  productive  lives 
but  not  working,  how  are  they  going  to  be  able  to  maintain  their 
standard  of  living? 

So,  it  concerns  me.  We  have  in  the  budget,  as  you  indicate,  a 
number  of  savings  proposals,  some  new  ones,  even  and  you  know 
we  are  hopeful  that  some  of  these  would  effect  these  personal  sav- 
ings rates,  but  I  think  it  is  a  bigger  issue  that  we  need  to  address. 
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I  would  just  mention,  too,  you  know  the  capital  gains  reduction 
does  help.  Some  of  the  issues  that  sometimes  become  a  little  bit  of 
partisan  footballs  here,  like  capital  gains,  actually  would  affect  the 
savings  rate  in  a  positive  way,  get  a  lower  differential  for  differen- 
tial for  capital  gains  savings.  But  I  agree  with  you.  It  is  a  concern. 
I  look  forward  to  trying  to  work  with  you  to  figure  out  how  you 
incentivize  people  to  save  more,  particularly  again  for  their  retire- 
ment. 

Mr.  CROWLEY.  I  yield  back,  Mr.  Chairman.  I  don't  know  how 
capital  gains  incentive  will  help  the  poor  save  more  but  I  appre- 
ciate the  comments  and  I  yield  back  the  balance  of  my  time. 

Chairman  RANGEL.  Mr.  McCrery. 

Mr.  MCCRERY.  Thank  you,  Mr.  Chairman.  Thank  you  Mr. 
Portman  for  bearing  with  us  3  hours  this  afternoon.  It  is  very  kind 
of  you  to  stay  for  everybody's  questions. 

Mr.  PORTMAN.  Pleasure. 

Mr.  MCCRERY.  I  did  not  take  my  time.  I  won't  take  it  now,  but 
I  will  point  out,  once  again,  that  the  last  3  years  of  estimates  by 
both  0MB  and  CBO  and  by  the  Joint  Tax  Committee  of  future  rev- 
enues have  been  woefully  underestimated.  The  actual  revenues 
coming  in  have  been  much  higher  than  the  estimates  of  any  of 
those  entities.  Would  you  comment  on  why  you  think  that  is?  Why 
have  revenues  been  so  much  higher  than  the  estimates  produced 
by  the  models  used  at  0MB,  CBO,  Joint  Tax? 

Mr.  PORTMAN.  Not  to  pass  the  buck,  but  we  have  chosen  to  rely 
on  the  Treasury  Department  models.  They  are  the  experts  at  this, 
not  us.  Secretary  Paulson  would  appreciate  that,  and  I  make  a  plug 
for  the  professionals  at  the  Office  of  Tax  Analysis.  We  don't  have 
to  use  them,  by  the  way.  There  is  no  statutory  requirement  to  do 
so.  We  choose  to.  I  think  we  would  be  criticized  if  we  didn't.  But 
you  are  right,  they  are  traditionally  low  in  the  revenue  estimate 
when  the  economy  is  doing  well.  But  they  are  also  relatively  high 
when  the  economy  is  doing  poorly. 

Like  so  many  other  professionals  who  deal  with  these  economic 
statistics,  their  model  tends  not  to  pick  up  in  my  view  the  volatility 
of  our  economy.  In  other  words,  it  is  more  of  a  sort  of  straight  line. 
So,  when  the  economy  is  doing  better  as  it  has  been  the  last  3 
years,  they  tend  to  be  low.  When  the  economy  is  doing  worse  as 
it  was  in  2000,  2001,  they  tended  as  you  know  to  be  very  high  in 
their  projections,  the  so-called  $2.4  trillion  surplus,  that  was  pro- 
jected. There  was  never  a  surplus.  In  fact,  it  never  materialized 
primarily  because  of  the  recession  having  nothing  to  do  with  the 
tax  relief. 

So,  that  is  my  sense  of  it,  Jim,  to  be  honest  I  don't  know  that 
we  have  a  better  model.  We  are  working  on  that.  0MB,  again,  we 
are  not  the  experts  on  it.  We  are  working  with  Treasury  and  the 
Council  of  Economic  Advisers  and  try  to  get  better  modeling  out 
there. 

Meanwhile,  we  are  at  a  5.5  percent  growth  for  this  year.  I  will 
tell  you,  6  months  ago  we  were  at  2.4  percent  or,  maybe  2.9  per- 
cent. So,  we  have  gone  up  a  little  bit,  based  on  new  economic  data. 
But  that  is  in  contrast  to  first  quarter  results  at  8.2,  and,  at  least 
based  on  CBO's  analysis,  the  first  4  months  at  9.8  percent.  So,  we 
are  likely  to  be  a  little  low  again  this  year. 
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I  want  to  say  that  now,  publicly  again,  the  last  couple  of  years 
we  have  been  viewed  as  lowering  expectations  in  February  and 
then  coming  out  with  these  lower  deficits  projections  in  the  sum- 
mer. I  want  you  to  know  now  it  is  not  unlikely  for  us  to  be  coming 
before  you  in  the  summer  and  sajdng  that  244  billion  is  lower  than 
we  projected. 

Longer  term  it  is  harder  to  predict  and  there  are  5.4-percent 
growth  figures  based  on  the  3 -percent  growth  in  the  economy, 
which  is,  again,  it  is  consistent  with  where  the  outside  forecasters 
are. 

Mr.  MCCRERY.  Well,  thank  you.  You  have  done  a  great  job 
today  responding  to  our  inquiries,  and  again,  we  appreciate  your 
staying  with  us. 

Mr.  PORTMAN.  It  is  a  pleasure  to  be  here.  I  really  enjoyed  it. 
I  enjoy  seeing  Mr.  Rangel  wielding  that  gavel,  he  does  a  very,  very 
good  job  of  moving  it  along. 

Chairman  RANGEL.  I  wish  some  of  your  colleagues  would  enjoy 
it  as  much  as  you. 

Tell  me,  with  your  new  responsibilities  on  budget,  do  you  have 
an  opportunity  to  review  the  priorities,  the  jurisdiction  of  this  Com- 
mittee on  Social  Security  and  taxes  and  Medicare?  The  reason  I 
ask  is,  as  you  well  know,  we  are  trying  to  find  out  what  area  the 
administration  can  help  us  find  common  ground  so  that  we  can 
find  something  to  move  forward  to,  whether  it  is  tax  simplification 
or  Social  Security.  I  just  don't  want  to  ask  you  a  lot  of  questions 
dealing  with  specifics,  but  wondered,  in  view  of  your  service  on  this 
Committee,  whether  you  still  have  time  to  observe  what  legislative 
progress  can  be  made  with  your  new  specialty  responsibility? 

Mr.  PORTMAN.  I  am  always  happy  to  observe,  and,  I  try  to  be 
a  careful  observer,  because  these  issues  are  so  important.  Secretary 
Paulson  has  the  lead  in  the  administration  on  the  entitlement 
issues  that  you  mentioned,  and  of  course,  has  the  lead  on  tax  policy 
and  I  work  closely  with  him.  I  think  he  does  a  terrific  job.  He  is 
a  breath  of  fresh  air  in  this  town  because  he  doesn't  have  the  polit- 
ical background.  He  has  a  private  sector  background.  I  know  he 
has  a  lot  of  respect  for  you,  Mr.  Chairman,  and  you,  Mr.  McCrery, 
and  that  you  each  know  him  and  have  worked  with  him.  So,  I  sup- 
port him  in  his  efforts  and  I  will  continue  to  do  that. 

Chairman  RANGEL.  Well,  that  is  good  to  hear.  I  just  want  to 
make  certain  you  are  in  the  loop.  We  don't  care  who  we  talk  with 
as  long  as  we  move  the  envelope  and  so  thank  you  for  your  pa- 
tience and  for  coming  here  and  I  am  certain  we  will  be  seeing  you 
again  soon. 

[Whereupon,  at  5:20  p.m.,  the  hearing  was  adjourned.] 
[Questions  submitted  by  the  Members  to  the  Witness  follow:] 

Question  submitted  by  Mr.  Levin 

Question:  Why  do  you  believe  that  cutting  funding  for  the  Manufacturing 
Extension  Partnership  (MEP)  program  is  good  policy? 

Answer:  MEP  Centers  provide  manufacturing  firms  with  consulting  services  that 
are  also  available  through  private  entities.  Given  the  benefits  reported  by  MEP  cli- 
ents, it  is  reasonable  to  have  these  clients  share  a  larger  proportion  of  the  cost  of 
these  services.  The  FY  2008  Budget  request  would  encourage  MEP  Centers  to  be 
more  efficient  by  reducing  their  overhead  costs,  including  high  marketing  costs. 
Centers  could  also  ask  MEP  clients  to  cover  more  of  the  cost  of  the  services  through 
modestly  increased  fees. 
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We  do  not  believe  taxpayers  should  be  asked  to  foot  the  bill  for  consulting  services 
through  this  program  for  large  companies  that  are  fully  capable  of  affording  such 
services,  and  have  the  profit  motive  and  potential  to  do  so.  In  the  past,  for  example, 
such  large  firms  as  American  Greetings,  BASF,  Beech-Nut  Nutrition,  Del  Monte, 
Georgia-Pacific,  Goodrich,  Northrop  Grumman,  Sara  Lee,  and  Westinghouse  Electric 
have  utilized  MEP  services. 

In  implementing  the  Budget  proposal,  the  MEP  Director  will  work  with  the  cen- 
ters to  develop  options  that  consider  each  center's  customer  base,  constraints,  and 
opportunities.  Actions  taken  by  any  center  or  group  of  centers  will  be  assessed 
against  their  ability  to  maintain  support  to  small  manufacturers.  MEP  will  work 
with  the  centers  to  optimize  operations  at  the  requested  $46.3  million  funding  level 
and  provide  the  maximum  benefit  to  small  manufacturers. 

We  believe  that  the  proposed  budget  would  achieve  these  specific  Federal  objec- 
tives. 

•  Ensure  that  MEP  continues  to  develop  and  provide  all  the  centers  up-to-date 
skills  and  techniques; 

•  Ensure  standards  of  quality  are  met  and  maintained  at  every  center  receiving 
Federal  funding;  and 

•  Ensure  that  centers  offer  services  to  the  small  manufacturers  in  their  areas, 
rather  than  large  firms. 

We  think  by  focusing  Federal  funding  on  activities  that  most  warrant  Federal 
support,  the  program  will  be  maintained  at  a  sound  level. 

Questions  submitted  by  Mr.  Blumenuaer 

Question:  The  President's  Budget  proposal  includes  a  $300  million  cut  to 
the  New  Starts  program  from  the  SAFETEA-LU  authorized  funding  levels, 
and  Small  Starts  are  funded  $100  million  below  the  SAFEATEA-LU  levels. 
How  can  the  administration  justify  cuts  to  these  critical  transportation 
programs  that  have  benefits  to  congestion  reduction  and  energy  savings — 
two  stated  priorities  of  the  administration,  and  despite  the  tremendous  de- 
mand by  communities  for  the  federal  government  to  assist  with  transit  cap- 
ital investments? 

Answer:  The  FY  2008  Budget  demonstrates  the  Administration's  commitment  to 
public  transportation,  providing  resources  for  all  new  construction  projects  in  the 
Federal  Transit  Administration's  pipeline  that  will  be  ready  to  receive  funding  in 
FY  2008.  Specifically,  the  Budget  includes  $1.4  billion  for  the  Capital  Investment 
Grants  account,  which  funds  both  New  Starts  and  Small  Starts.  This  level  supports 
full  funding  for  all  existing  and  anticipated  Full  Funding  Grant  Agreements,  all  an- 
ticipated Small  Starts,  as  well  as  additional  funding  for  Small  Starts  that  are  not 
yet  in  the  pipeline. 

Question:  In  addition  to  funding  the  Small  Starts  program  below  author- 
ized SAFETEA-LU  levels,  I  am  concerned  that  interim  guidance  has  so  far 
not  included  Congressional  directives  to  expedite  and  simplify  the  federal 
approval  process  for  these  smaller  transit  investment  projects.  What  is  the 
current  timing  for  having  final  guidance  on  the  Small  Starts  program,  and 
what  steps  is  the  administration  taking  to  expedite  and  simplify  the  proc- 
ess? 

Answer:  0MB  is  working  with  the  Federal  Transit  Administration  to  expedite 
final  guidance  for  the  Small  Starts  program.  We  agree  that  it  is  important  to  pro- 
vide guidance  Small  Starts,  which  will  allow  transit  agencies  to  pursue  lower-cost, 
efficient  public  transit  projects  in  a  streamlined  manner. 

Question:  In  2000,  Congress  passed  the  Secure  Rural  Schools  and  Community 
Self-Determination  Act  in  order  to  provide  resources  to  communities  that  histori- 
cally depended  on  revenue  from  timber  sales  on  federal  land  and  saw  those  reve- 
nues disappear  with  the  dramatic  decline  in  the  federal  timber  program  in  the  late 
eighties.  This  funding  is  vitally  important  for  county  schools,  emergency  services, 
and  other  infrastructure.  It  also  keeps  faith  with  a  commitment  that  the  federal 
government  made  to  states  and  counties  long  ago.  This  budget  reauthorizes  the  pro- 
gram for  4  years  and  then  phases  it  out,  but  uses  the  sale  of  300,000  acres  of  public 
lands  as  an  offset.  This  is  an  offset  that  was  not  embraced  by  a  Republican  Con- 
gress last  year  and  has  already  been  announced  as  "dead  on  arrival"  by  the  House 
Interior  Appropriations  Subcommittee  Chairman.  Is  the  administration  serious 
about  reauthorizing  this  program  and  if  so,  what  other  alternatives  besides  selling 
off  public  lands  would  you  advocate? 
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Answer:  The  Budget  underscores  the  President's  continuing  commitment  to 
States  and  counties  impacted  by  the  ongoing  loss  of  receipts  associated  with  lower 
timber  harvests  on  Federal  lands. 

This  proposal  is  different  than  last  year's.  It  provides  $400  million  for  four  addi- 
tional years  of  payments  for  rural  schools  and,  based  upon  input  from  last  year's 
proposal,  also  includes  $400  million  for  acquisition  of  national  forest  lands. 

Under  the  proposal,  half  of  land  sales  proceeds  will  go  to  county  payments  and 
half  will  go  for  national  forest  acquisition  in  the  states  in  which  lands  are  sold. 
Counties  benefit  from  four  additional  years  of  payments,  and  states  receive  an  envi- 
ronmental benefit  from  exchanging  land  with  low  environmental  value  for  lands 
with  high  environmental  value. 

The  parcels  to  be  sold  have  already  been  identified  as  suitable  for  sale  or  ex- 
change because  they  are  isolated  or  inefficient  to  manage.  Lands  with  high  environ- 
mental value  will  not  be  offered  for  sale,  while  acquisitions  would  focus  on  parcels 
that  enhance  the  environmental  integrity  of  our  national  Forests. 

The  Administration  will  continue  to  work  with  Congress  on  a  one-year  extension 
of  current  payments  that  are  fully  paid  for  by  mutually  agreeable  offsets. 

The  Federal  Government  owns  nearly  650  million  acres  of  land — almost  30  per- 
cent of  the  land  area  of  the  United  States — including  193  million  acres  of  national 
forests.  The  lands  proposed  for  sale  constitute  five  one-hundredths  of  1  percent 
(0.05%)  of  the  total  land  owned  by  the  Federal  Government.  The  ratio  of  lands  ac- 
quired versus  conveyed  under  our  ongoing  land  exchange  program  for  the  past  10 
years  has  been  a  two  and  a  half  to  one  ratio.  The  net  increase  is  because  the  lands 
conveyed  are  more  economically  valuable  then  the  lands  acquired  which  are  more 
ecologically  valuable. 

Question:  This  year  your  budget  assumes  $4  billion  in  revenue  to  the  Fed- 
eral treasury  from  lease  sales  in  the  Arctic  National  Wildlife  Refuge.  Why 
do  you  continue  to  include  revenue  from  drilling  in  the  Arctic  in  your 
budget  estimates,  when  Congress  has  already  decided  this  issue? 

Answer:  Reducing  the  Nation's  dependence  on  foreign  energy  sources  is  a  top  Ad- 
ministration priority.  The  U.S.  imports  more  than  half  of  its  daily  oil  consumption, 
and  we  can  expect  to  see  increasingly  greater  natural  gas  imports  in  the  future,  too. 

The  coastal  plain  of  ANWR  remains  one  of  the  most  promising  areas  in  the  coun- 
try for  establishing  new  oil  production.  The  Department  of  the  Interior  estimates 
that  the  area  holds  between  5.7  billion  and  16  billion  barrels  of  recoverable  reserves, 
or,  at  peak  production,  up  to  1  million  barrels  per  day  of  new  domestic  oil  supply. 
This  amounts  to  nearly  10%  of  our  Nation's  current  daily  imports. 

The  Administration  proposes  to  authorize  the  limited  exploration  of  the  region. 
Any  activity  that  would  take  place  would  adhere  to  the  strictest  environmental 
standards.  In  addition  to  reducing  the  Nation's  dependence  on  Foreign  oil,  the  Ad- 
ministration's proposal  would  increase  receipts  to  the  Treasury  and  help  balance  the 
budget. 

Question:  The  Department  of  Interior  is  taking  in  record  revenue  from 
existing  lease  sales,  and  Congress  has  directed  that  $900  million  of  these 
revenues  should  go  to  conservation  through  the  land  and  water  conserva- 
tion fund  (LWCF).  We  have  enormous  needs  for  land  acquisition  in  my  state 
of  Oregon,  including  in  the  Columbia  River  Gorge  National  Scenic  Area 
and  other  lands  under  pressure  to  be  developed.  Why  has  the  administra- 
tion requested  only  $59  million?  Could  you  report  back  to  our  Committee 
with  a  comprehensive  backlog  need  for  land  acquisition  needs  within  the 
boundaries  of  existing  Parks,  Refuges,  National  Forests  and  BLM  areas? 

Answer:  The  Administration  continues  to  place  its  priority  for  land  management 
agencies  on  taking  care  of  what  we  already  own.  That  is,  the  Federal  agencies 
should  first  use  available  funds  to  maintain  natural  and  cultural  resources  on  exist- 
ing Federal  lands.  The  Federal  government  already  owns  nearly  30  percent  of  the 
country  and  over  half  of  the  land  in  Oregon.  The  Administration  continues  to  pursue 
conservation  and  related  goals  through  grants,  tax  incentives  and  other  tools  that 
do  not  require  increasing  Federal  land  ownership  or  decreasing  the  local  tax  base. 

To  the  extent  that  land  acquisitions  are  needed  to  simplify  boundaries  or  consoli- 
date ownership,  most  agencies  have  the  option  of  acquiring  lands  through  exchanges 
that  dispose  of  lower  priority  Federal  lands.  In  addition,  the  2008  Budget  includes 
proposals  for  the  Departments  of  Agriculture  and  the  Interior  that  would  provide 
a  limited  authority  to  use  the  proceeds  from  the  sales  of  some  lower  priority  lands 
to  acquire  other  lands  of  higher  ecological  or  other  value. 

As  for  a  backlog  of  land  acquisition  needs,  that  is  not  something  the  agencies 
track.  There  are  many  properties  within  the  boundaries  of  existing  Parks,  Refuges, 
National  Forests  and  BLM  areas  that  are  currently  managed  in  a  manner  con- 
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sistent  with  adjacent  Federal  lands.  Federal  agencies  have  learned  through  prior  ef- 
forts to  negotiate  land  acquisitions  or  exchanges  with  these  property  owners  that 
many  have  no  desire  to  sell  and  have  objections  to  being  included  on  a  "backlog  list" 
for  future  acquisitions. 

Question:  I  am  deeply  concerned  that,  across  all  countries,  our  long-term 
development-focused  foreign  assistance  is  decreasing.  For  example,  the 
President's  budget  request  cuts  Development  Assistance  (DA)  and  Eco- 
nomic Support  Funds  (ESF)  for  "investing  in  people"  by  $38  million  from 

2006  and  DA  and  ESF  for  "economic  growth"  by  $173  million.  While  I  be- 
lieve that  funding  for  the  Millennium  Challenge  Corporation  and  the  Presi- 
dent's Emergency  Plan  for  AIDS  Relief  should  increase  as  well,  is  this  an 
admission  that  the  pledge  not  to  cut  core  accounts  to  fund  these  initiatives 
cannot  or  will  not  be  met? 

Answer:  Under  the  leadership  of  Secretary  Rice,  the  Department  of  State  restruc- 
tured the  way  the  Department  allocates  its  foreign  assistance  resources  in  a  new 
Framework  for  Foreign  Assistance.  The  Department  of  State's  objectives  is  to  sup- 
port transformational  diplomacy  by  more  focused  prioritization  of  funding  by  objec- 
tive and  by  tj^pe  of  country,  regardless  of  the  appropriations  account.  The  country- 
driven  process  resulted  in  significant  allocation  increases  for  critical  and  effective 
programs.  In  FY  2008,  the  three  objectives  targeted  to  achieving  long-term  develop- 
ment progress  (Governing  Justly  and  Democratically,  Investing  in  People,  and  Eco- 
nomic Growth)  increase  by  19  percent  over  FY  2006  levels  for  these  Objectives. 
When  projected  FY  2008  MCC  disbursements  from  prior  year  appropriations  are 
considered,  investments  in  these  objectives  increase  by  29  percent  over  FY  2006. 

The  Framework  also  sought  to  match  accounts  with  country  circumstances  and 
maximize  the  use  of  account  authorities.  For  instance,  the  ESF  account,  which  fo- 
cuses on  providing  economic  support  under  special  economic,  political,  or  security 
conditions  have  been  targeted  to  support  activities  in  the  Rebuilding  and  Restrictive 
Country  Categories.  Although  funding  for  certain  types  of  programs  may  have  de- 
clined within  ESF  and  DA,  as  the  Department  works  to  rationalize  the  use  of  ac- 
counts, these  accounts  will  continue  to  represent  a  critical  component  of  core  devel- 
opment assistance. 

Furthermore,  in  this  year's  FY  2007  Continuing  Resolution  (P.L.  110-5)  funding 
for  the  Economic  Support  Fund  account  was  significantly  cut  compared  to  the  FY 

2007  President's  Budget  and  was  also  cut  from  FY  2006  enacted  levels. 

Question:  As  it  did  last  year,  the  FY  2008  budget  requires  the  Bonneville 
Power  Administration  (BPA)  to  use  any  secondary  revenues  above  $500 
million  per  year  to  make  early  payments  on  its  Federal  bond  debt  to  the 
U.S.  Treasury.  What  is  the  administration's  rational  for  making  this 
change,  given  that  BPA  has  made  timely  payments  to  the  Treasury  for 
more  than  20  years? 

Answer:  The  payments  that  BPA  that  has  made  to  the  Treasury  over  the  past 
20  years  has  enabled  BPA  to  prudently  preserve  the  availability  of  its  authorized 
borrowing  for  infrastructure  investment.  Similarly,  the  Administration's  budget  pro- 
posal is  about  developing  sound  business  practices  that  would  use  a  portion  of  any 
higher-than-historical  net  secondary  revenues,  greater  than  $500  million,  to  invest 
back  into  energy  infrastructure  in  the  Pacific  Northwest  region  and  to  pay  down 
debt.  In  fact,  BPA's  ability  to  borrow  from  the  Treasury  is  currently  limited  by  Fed- 
eral law  to  $4.45  billion.  Without  this  proposal,  the  budget  projects  BPA  will  reach 
its  U.S.  Treasury  borrowing  cap  in  FY  2012;  however,  if  the  net  secondary  revenue 
proposal  is  implemented  and  combined  with  other  debt  management  tools,  BPA  like- 
ly would  not  reach  its  borrowing  cap  until  FY  2016.  That  would  allow  substantially 
greater  investment  by  BPA  in  the  Pacific  Northwest's  power  system  infrastructure 
over  the  long-term. 

Question:  What  local  support  for  this  policy  has  the  Administration 
found? 

Answer:  The  Administration  is  hopeful  that  the  sentiment  of  all  the  involved  par- 
ties is  open  to  working  collaboratively  to  address  issues  raised  in  the  budget.  The 
President's  budget  for  FY  2008  allows  for  and  encourages  a  regional  discussion  to 
address  the  concerns  expressed  by  the  Pacific  Northwest  Congressional  delegation 
and  BPA  customers.  The  Administration  has  asked  BPA  Administrator  Steve 
Wright  to  work  with  Northwest  parties  to  convene  this  discussion.  If  the  discussion 
does  go  forward  and  5delds  a  recommended  approach,  as  I  hope  it  will,  I  would  ex- 
pect you  and  other  members  of  the  Northwest  delegation  will  have  an  opportunity 
to  provide  input  on  that  approach  before  it  is  acted  upon. 


60 


Question:  What  does  OMB  estimate  will  be  the  impact  of  this  proposal  on 
electric  rates  for  BPA  customers? 

Answer:  In  general,  the  Administration  believes  that  the  prepayments  in  most 
years  are  unlikely  to  cause  a  rate  increase  although  it  may  reduce  a  BPA  rate  de- 
crease. It  is  difficult  to  predict  how  a  customer  utility  would  pass  on  this  impact 
to  retail  residential  customers  because  each  customer  differs  in  terms  its  financial 
situation  and  its  reliance  on  BPA. 

Question:  At  the  2002  Monterrey  Conference  on  Financing  for  Develop- 
ment, the  United  States  agreed  to  a  commitment  to  provide  0.7%  of  gross 
national  product  (GNP)  as  official  development  assistance  (ODA)  to  devel- 
oping countries  by  2015.  While  I  greatly  appreciate  continued  increases, 
nevertheless,  in  2005,  the  United  States  provided  only  0.25%  GNP  in  ODA, 
ranking  it  20  out  of  22  major  donor  countries  in  terms  of  ODA  as  a  percent- 
age of  GDP.  Is  it  still  the  policy  of  the  United  States  to  meet  its  commit- 
ment to  provide  0.7%  by  2015?  If  so,  how  does  the  administration  intend  to 
make  that  happen?  If  not,  have  development  finance  needs  changed  or  how 
does  the  administration  intend  to  develop  new  resources  to  finance  inter- 
national development? 

Answer:  At  Monterrey  in  2002,  the  President  pledged  a  50  percent  ODA  increase 
by  2006.  Actual  ODA  funding  levels  between  2002  and  2005  show  an  increase  of 
over  200%  ($10.6  biUion  to  over  $25.3  biUion).  At  the  G-8  Summit  in  Gleneagles, 
the  President  agreed  to  double  our  ODA  to  Africa  (from  2004  estimated  levels  of 
$4.3  billion  to  $8.6  billion  by  2010)  largely  through  expanding  activities  of  the  Mil- 
lennium Challenge  Corporation,  PEPFAR,  and  other  health  initiatives.  In  December 
2005,  the  Administration  pledged  to  double  our  global  spending  on  Trade  Capacity 
Assistance  (to  $2.7  billion  by  2010). 

U.S.  ODA  levels  have  grown  significantly,  ft-om  $7.4  bilHon  in  2000  to  $25.3  bil- 
lion in  2005;  however,  the  Administration  has  not  been  supportive  of  a  global  "scal- 
ing up"  process  and  has  declined  to  make  a  commitment  to  0.7%  of  GDP  by  2015. 

The  USG  has  vigorously  participated  in  the  debt  relief  discussions  for  HIPC  coun- 
tries and  among  the  International  Financial  Institutions.  Our  present  interest  in 
"Scaling  Up"  is  more  focused  around  leveraging  additional  resources  via  trade,  pri- 
vate sector  development,  and  capacitating  governments  via  public-private  partner- 
ships 

[Submission  for  the  Record  follows:] 

ART  Technologies,  Inc. 
Hamilton,  Ohio  45015 
February  6,  2007 

The  Honorable  Charles  B.  Rangel 
Chairman 

Committee  on  Ways  and  Means 

1102  Longworth  House  Office  Building 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

On  behalf  of  steel  consuming  industries,  I  am  writing  to  encourage  support  for 
implementing  the  Department  of  Commerce's  recent  decision  to  abandon  the  WTO- 
illegal  practice  of  zeroing,  in  which  negative  price  comparisons  are  inaccurately 
treated  as  though  they  were  zero.  Abandoning  zeroing  will  result  in  significant  ben- 
efits to  U.S.  manufacturers  and  the  economy  as  a  whole. 

In  antidumping  proceedings  the  Commerce  Department  compares  all  U.S.  sales 
of  an  imported  product  to  a  normal  value  (usually  the  home  market  selling  price) 
to  determine  whether,  and  the  extent  to  which,  dumping  (sales  at  less  than  normal 
value  of  the  product  as  a  whole)  has  taken  place.  Zeroing  refers  to  the  practice  em- 
ployed by  the  Commerce  Department  of  considering  only  those  U.S.  sales  where  nor- 
mal value  is  greater  than  the  U.S.  price,  and  ignoring  transactions  where  the  re- 
verse occurs,  instead  setting  such  negative  comparison  transactions  equal  to  zero. 

Under  this  practice,  the  weighted  average  margin  of  dumping  is  calculated  with- 
out taking  into  account  negative  comparison  sales.  Zeroing  is  currently  used  in  in- 
vestigations and  administrative  reviews,  as  well  as  other  proceedings  under  the 
antidumping  law.  The  Department's  current  practice  of  zeroing  has  been  ruled  in- 
consistent with  U.S.  WTO  obligations  several  times. 

The  effect  of  zeroing  is  not  only  contrary  to  WTO  agreements  that  the  United 
States  has  signed,  but  it  also  runs  contrary  to  the  best  interest  of  the  United  States. 
The  appropriate  measure  of  the  effect  of  dumping  on  the  U.S.  economy  is  to  treat 
all  sales  equally.  A  sale  in  the  United  States  of  an  imported  product  at  a  price 
greater  than  its  home  market  selling  prices  is  not  accurately  assessed  by  zeroing. 
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Rather,  the  law  must  recognize  that  it  counterbalances  sales  at  less  than  the  normal 
value  for  that  product. 

U.S.  manufacturers  need  and  deserve  an  accurate  calculation  of  dumping  duties. 
Both  consumers  and  producers  are  entitled  to  it.  Manufacturers  rely  on  vigorous 
competition  in  securing  their  supplies  of  raw  materials  and  components,  and  face 
tremendous  competition  from  global  suppliers  of  their  products.  Zeroing  inflates  the 
duty  (tax)  paid  by  importers  raising  costs  of  U.S.  manufacturers,  including  indus- 
trial consumers  of  steel  and  other  industrial  products  used  in  the  manufacture  of 
component  parts  and  end  products  making  it  that  much  harder  to  compete  in  the 
United  States.  The  unintended  consequence  of  zeroing  is  that  it  encourages  manu- 
facturers to  look  to  other  countries  as  a  base  for  manufacturing  the  entire  product. 

The  WTO  decisions  on  zeroing  are  in  keeping  with  the  letter  of  the  WTO  Anti- 
dumping Agreement,  properly  concluding  that  a  product  "as  a  whole"  under  inves- 
tigation or  review  is  the  subject  of  a  dumping  margin  calculation,  and  not  the  indi- 
vidual sales  transactions.  These  decisions  represent  the  law  of  the  WTO,  and  PMA 
urges  the  U.S.  authorities  not  to  defy  the  law  established  in  these  cases,  but  rather 
seek  changes — if  indeed  such  changes  are  in  the  national  interest — through  the  es- 
tablished processes  of  the  WTO. 

The  time  has  come  for  zeroing  to  be  abandoned.  Zeroing  imposes  a  tax  higher 
than  permitted  by  international  rules  and  harms  U.S.  manufacturers  that  rely  on 
competitive  international  markets  for  their  raw  materials  and  other  production 
input. 

Sincerely, 

Robert  J.  McCoy,  CPA 
President— COO 

ART  Technologies  employs  over  fifty  people  in  southwest  Ohio,  who  manufacture 
ball  bearings,  roller  bearings  and  other  stamped  metal  products  for  the  automotive 
industry.  In  2006,  our  employees  paid  over  $530,000  in  federal,  state  and  local  taxes 
and  the  Company  paid  an  additional  $200,000  in  payroll  taxes. 
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